

















We only wish there were a miraculous drug 
to stop a man from worrying. 

Hundreds of thousands would buy it, 
because constant worry over money literally 
makes sufferers sick! 

It’s a sickness, however, that miracle drugs 
cannot cure. 

Yet... something ’way short of a miracle 
can! 

That’s saving! Saving money . . . the 
surest, wisest way. With U.S. Savings Bonds. 


AUTOMATIC SAVING 





IRACLE DRUGS CANNOT CURE THIS SICKNESS 


All you do—if you’re on payroll—is join 
your company’s Payroll Savings Plan. 

Or, if you’re in business or a profession, 
enroll in the Bond-A-Month Plan at your 
local bank. 

You’ll be pleased to see those savings grow. 
Ten years from now, when your Bonds reach 
maturity, you'll get back $40 for every $30 
you invested! 

Is it peace of mind you want? 

Start buying Bonds today! 


IS SURE SAVING= 


U.S. SAVINGS BONDS 


Contributed by this magazine in co-operation with the 
Magazine Publishers of America as a public service. 




















THE MAGAZINE OF 


WALL STREET 
and BUSINESS ANALYST 


Member of Audit Bureau of Circulations 


Vol. 84, No. 9 July 30, 1949 


The Ticker Publishing Company is affiliated by common ownership with 
the Investment Management Service and with no other organization. It 
publishes The Magazine of Wall Street and Business Analyst, issued bi- 
weekly, and The Investment and Business Forecast, issued weekly. Neither 
the Ticker Publishing Company nor any affiliated service or publication 
has anything for sale but information and advice. No securities or funds 
are handled under any circumstances for any client or subscriber. 


CONTENTS 








i NE SNe a eer eee PO See eee! 411 
As I See It! 

a 413 
Significance of Recent Market Action 

Ns achat thtacedhcthe Sat liu neha ia k ptenacivbs 414 
What Success for Government Anti-Recession Plans 

Fe se eistiiistg ct bidaiabienteciicactiacmhariea ialist 416 
Giving Practical Advice to a Long Term Investor 

Be Ie SN iia cies aemsniatindcetindbionincctieaetnana Lidia 419 
Reflation With Easy Money 

OF a I sks dick stssesctcondesacdertessdictaraeensdtbicees 422 
Happening in Washington 

CO IIe gic sasdsctapnsccnecebsbinanlgadinscbbldbeiairceisei 424 
a Te re iia acinithican aise shad acsiasdiat acest 425 
Appraising the Moves to Revive Intra-European Trade 

TO ae I piitehincins-cuscaleinscnatd aentncseccnedenczduadbmemisatictanious 427 
Investment Audit of F. W. Woolworth 

SR NT NN iS atctclanccclrsinauaaanccusuaracbddbiindsdibbananasics 430 
Reappraisal of Security Values, 

Earnings & Dividend Forecasts, Part II..............ccc000. 432 
Diverse Trends in Rails 

By Roger Carleson...........s-.-sssnsesussssssnsesnsernecnssenseesseores age 133 
Rail Equipments Face Rapid Shrinkage of Backlogs 

BE IE WF, TI vnc esses cscessccscoesssacansrenersccosessave 436 
Mid-Year Outlook for Bank Stocks 

BE es ile i isa ivstcc ne ciceisvsncien sirinide stsnldnneinicceduschen 438 
en 440 
SR i cic cca wate einnnlpweandaaailcaidaodeinidadeds 442 
The Business Analyst 

heii de chcins op cobain Bball buibdubiaocaasiees 444 


Chart Credit (431), F. W. Stephens Co., 15 William St., N.Y.C. 
Cover Photo by U. S. Steel 
Frontispiece by Great Northern Railway 





Copyright, 1949, by the Ticker Publishing Co., Inc., 90 Broad St., New York Le YF. 
C. G. Wyckoff, President and Treasurer; Eugene J. Foley, Vice President; Arthur G. Gaines, 
Secretary. The information herein is obtained from reliable sources and while not guaranteed 
we believe it to be accurate. Single copies on newsstands in U. S. and Canada, 75 cents. 
Place a standing order with your newsdealer and he will secure copies regularly. Entered as 
second-class matter January 30, 1915, at P. O. New York, Act of March 3 1879. Published 
every other Saturday. 

SUBSCRIPTION PRICE — $15.00 a year in advance in the United States and its pos- 
sessions and Pan-America. Canadian and Foreign Postage, $1.00 additional per year. Please 
send International Money Order or United States Currency. 

TO CHANGE. ADDRESS — Write us your name and old address in full, new address in 
full and get notice to us three weeks before you desire magazine sent to your new address. 

EUROPEAN PEPRFSENTATIVES — International News Co., Ltd., Breams Bldg., 


London, B. C. 4 England. 
Cable Address — Tickerpub 


























with 25-year dividends 
END for new Report on 
250 stocks that have paid 
dividends for 25 to 135 years, 
and a full month’s trial of 

UNITED’S Weekly $ 
Investment Service l 

fom Gree <<. s 4: aan 


Send $1 for Trial Offer MW -28 


UNITED BUSINESS SERVICE 
210 Newbury St. Boston 16, Mass. 


— a Receasies 

















QCFf- 


AMERICAN CAR AND FOUNDRY 
COMPANY 
30 CiiuRCH STREET 
New York 8, N.Y 
The following dividends have: been declared: 
Preferred Capital Stock 
One and three-quarters per cent 
(134%) payable October 1, 1949, 
to the holders of record at the close 
of business September 15. 1949; 
Common Capttal Stock 
Three dollars ($3 00) per share 
pavable October 3 1949, to the 
nolders of record at the close of 
business September 15, 1949 
Transter books will not be closed Checks will 
be mailed by Guaranty Trust Company of 
New York 
Howarp C. Wick, Secretary 
July 14 1949 








(<> CROWN CORK & SEAL 
AGP CoMPANY, INC. 


PREFERRED DIVIDEND 

The Board of Directors has this day declared 
the Regular Quarterly Dividend of fifty cents 
$(.50) per share on the $2.00 Cumulative Pre- 
ferred Stock of Crown Cork & Seal ees. 
Inc., payable September 15, 1949, to the stock- 
holders of record at the close of business Au- 
gust 23, 1949. 

The transfer books will not be closed. 


COMMON DIVIDEND 
The Board of Directors has this day declared 
a Dividend of twenty-five cents ($.25) per 
share on the Common Stock of Crown Cork & 
Seal Company, Inc., payable August 27, 1949, 
to the stockhodlers of record at the close of 
business August 9, 1949. 
The transfer books wl! not be closed. 
WALTER L. McMANUS, Secretary. 


July 20, 1949. 




















CARBON COMPANY 


One-Hundred and Eleventh 
Consecutive Quarterly Dividend 
A quarterly dividend of 50 cents per 
share will be paid September 10, 1949 
to stockholders of record August 12, 
1949, at o P. M. 


GEORGE L. BUBB 


Treasurer 





JULY 30, 1949 . 40s 
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The Trend of Events 


THE NORTH ATLANTIC TREATY... The Senate, in a 
decision marking a historic departure in American 
foreign relations, last week ratified the North At- 
lantic Pact after lengthy debate but without any of 
the reservations advocated by a small number of die- 
hard opponents. By overriding their fears and objec- 
tions, the Senate has justified the hopes and expecta- 
tions of the free world. 

The way has now been cleared to the formal crea- 
tion of the North Atlantic community as an alliance 
forged by fate and necessity, dedicated not to war 
but to the preservation of peace and the defense of 
freedom and security against aggression from any 
quarter. 

However, if the Treaty is to fulfill its purposes and 
become the great deterrent to aggression which it is 
designed to be, it will have to become more than a 
. mere paper instrument. It has to be vitalized to be- 
come a living and functional reality, and the means 
for giving it this strength are provided in the Treaty 
itself. The Pact must still be backed by arms. 

Article 3 of the Treaty calls for continuous and 
effective self help and mutual aid to maintain and 
develop the individual and collective capacity of the 
signatories to resist armed at- 


of the other signatories to help themselves to the ut- 
most degree. In the end, Europe can be defended only 
by the Europeans and the worst that could happen 
is if they “went to sleep” behind the Treaty leaving 
everything to Uncle Sam. 

The responsibilities which this country has as- 
sumed are grave indeed. The freedom which the 
signatories retain is that of determining how best 
to discharge them. Thus it rests with the signatory 
nations, each in its own way, to make certain that the 
intent of the Pact is fulfilled, and that its strength 
be real. As far as we are concerned, the Pact has been 
ratified after full and free debate, with an impres- 
sive majority. There can be no misconceptions as to 
the commitments involved. It is advance notice to any 
potential aggressor that he will be met by the joint 
strength of the North Atlantic community. The hope 
is that this will be an important step on the long up- 
hill road to universal peace. 

But it must also be realized that the Pact’s impli- 
cations transcend the primary purpose of mutual de- 
fense; essentially it is also a compact to sustain the 
ideals of western civilization. And arms are one 
means by which a way of life is made secure. It is to 
be hoped, therefore, that the 





tack. In fulfillment of that ob- 
ligation, the Administration 
is submitting to Congress a 
military aid program to enable 
Western Europe to activate 
and develop its own defense 
resources. 

There is no doubt about 
this country’s obligation to ex- 
tend such aid, just as there is 
no doubt about the obligation 


ness trends 





We recommend to the attention of our 
readers the analytical discussion of busi- 
contained 
“What’s Ahead for Business?” 
regular feature represents a valuable 
supplement to Mr. A. T. Miller’s stock 
market analysis of importance to in- 
vestors as well as to business men. To 
keep informed of the forces that may 
shape tomorrow’s market, don’t miss it! 


new common bond among the 
nations of the West will also 
make for greater understand- 
ing among them, and _ in- 
creased collaboration in eco- 
nomic and political matters. 


in our column 
This 


THE MEXICAN OIL LOAN... 
As was to be expected, negotia- 
tions for a dollar loan to Mex- 
ico to foster Mexican oil de- 
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velopment did not proceed smoothly, It is now ad- 
mitted that they are stymied, at least for the time 
being. Mexico wanted $200 million but it obvious 
attached. Previous experience with Mexican oil de- 
that she could not get it without certain strings 
velopment made this necessary. 

From Mexico City come reports that these 
“strings” were such that, if accepted, it might have 

caused a revolution. For one, it was stated, the loan 
terms called for the return of private American oil 
companies to Mexico which, some Mexican officials 
explain, would have meant repudiation of the Mexi- 
can revolution and political suicide for President 
- Aleman. Mexico’s oil legislation, they point out, is 
based on the theory that all sub-soil wealth is national 
property. 

Other “strings” reportedly attached to the pro- 
posed loan included the signing of a commercial air 
agreement; signing of a migrant labor agreement and 
“restrictions” on the handling of the loan by Mexico. 

It is understandable that after the American oil in- 
dustry’s experience in Mexican oil development, 
which ended in expropriation, it will not be easy to 
come to terms acceptable to both sides. The type of 
development envisaged would call for active coopera- 
tion of our leading oil companies and these would 
naturally want to safeguard their interests. Similarly, 
since it is the lender, this country is likely to insist on 
having a voice on how the loaned funds are to be used, 
and how development work is to proceed. Quite pos- 
sibly, the Mexicans in this respect are a bit too sensi- 
tive ; they should try to see our side as well, especially 
after what has happened in the past. 

Development of Mexican oil resources, while highly 
desirable from the standpoint of our and Hemisphere 
| Security, will be of paramount advantage and interest 
'to Mexico herself, for it would opén up a new and 

prolific source of dollar income which Mexico needs 
so badly for maintenance of a sound and solvent econ- 
omy. Since the basic reasons for going on with this 
program are so compelling, it is reasonable to assume 
that a satisfactory compromise will be found that 
will permit its ultimate implementation. 

The situation demands that Mexico move to expand 
her exports, particularly to the dollar area, and the 
best bet appears to be increased oil production. Mexi- 
co’s surprise ending of negotiations for the loan thus 
may be only a phase in its complicated internal eco- 
nomic and political situation, to be followed by more 
practical and realistic thinking that will bring op- 
posing viewpoints nearer. 
























BRANNAN PLAN DEFEAT... Defeat of the proposed 
“trial run” for the Brannan farm subsidy plan in the 
House of Representatives must have caused little sur- 
prise even to its Administration backers, for it must 
have been obvious that efforts to sell the plan to party 
leaders and farmers were never quite successful. The 
principal and telling argument of the opposition was 
that the plan would lead to a peacetime OPA and cost 
illions more than the present price supports. For the 
dministration, nevertheless, the House vote con- 
tituted one of the most decisive setbacks of the ses- 
ion, particularly since it is most unlikely that the 
enate will now have any part of it. 

The farmers, however, whose votes are coveted, 


were by no means left hanging in the air. The House 
repealed the Aiken Act which effective next year 
would have called for flexible price supports, and 
voted 230 to 170 to extend for one year the present 
law which requires support of most farm prices at 
90% of parity. 

This means no relief either for the consumer or 
taxpayer. But on this score the Senate still remains 
to be heard from. It can either follow the lead of the 
House and extend this year’s support program — the 
more likely course — or it can, by doing nothing, 
allow the Aiken bill to go into effect next January 1. 

From an overall standpoint, the latter would be 
preferable, for it would promise relief of at least 
some of the huge burden which otherwise must be 
assumed in order to keep farm prices, and food costs, 
high amidst plenty. 


INCREASED PRODUCTIVITY . . . The need for greater 
productivity in industry has long been recognized as 
a vital requisite not only for successful economic re- 
adjustment but for long term economic and social 
progress generally. As far as the current readjust- 
ment phase is concerned, without increased efficiency 
and productivity, there can be little cost reduction, 
and without proper cost reduction, there can be no 
adequate price reduction to spur consumer demand. 
From the standpoint of long term progress, further 
improvement in our standard of living can only be 
achieved by constant gain in productive efficiency, 
both technological and at the worker level. 

Prior to the war, labor productivity increased at 
an average of about 3% a year but since 1939 the rate 
has been whittled down to a mere one percent, reflect- 
ing the wastefulness of production during the war 
years and the postwar boom period when output was 
the primary aim, and price and costs distinctly sec- 
ondary. This of course is changed now. The need for 
lower cost is paramount and what with a rigid wage 
structure, costs can now only come down by stepping 
up efficiency. Fortunately there is progress in this 
direction. Data compiled by business and banking 
circles indicate that labor productivity during the 
first quarter of this year was some 5% higher than a 
year ago, the first notable increase since the war. 

This is due in part to industry’s drive to cut costs. 
As uncertainty mounts, business is doing everything 


to cut operating costs by utilizing as far as possible 


only the most efficient production machinery and men 
at their disposal. It has gone to great length and enor- 
mous expense to modernize facilities, and at long last 
these efforts are bearing fruit. 


Because of heavy capital investments, a substantial 
rise in labor productivity was anticipated earlier but 
it took the shadow of a recession for a real boost. 
Workers are sticking to their jobs and working 
harder these days. As competition grows, manufac- 
turers are forced to produce more cheaply in order 
to sell, and maintain output and employment. Many 
have enlisted the aid of their workers and convinced 
them that more output per man means lower costs; 
that the latter in turn means lower prices and more 
business — and greater job security. It is a trend in 
the right direction. Its continuation requires not only 
rising efficiency on the part of labor but constant im- 


‘provement of the nation’s productive machinery. 
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By ROBERT GUISE 


FOR PACIFIC SECURITY 


i is reason to believe that the North 
Atlantic Pact, soon to become a functional reality, 
played no small part in the sudden “softening” of 
the cold war which the Soviets have inflicted on the 
West for so many months. It proves that a deter- 
mined banding together of freedom-loving nations 
can effectively put a halt to aggression. Thus com- 
munism appears to have been 
successfully contained in Eu- 
rope, but how about Asia 


‘‘WEIGHING HIS CHANCES”’ 


bloc must eventually be the subject of official 
scrutiny, participation and probably leadership of 
the United States despite the fact that in the past 
three years, we have repeatedly avoided coming to 
grips with the Pacific security problem. The march 
of events is bringing the time for decision closer, 
and one of these events has been the recent meeting 
between Quirino and Chiang. 
Fortunately the fact that we 
were unwilling to take the 





where the spreading fires of 
communism continue to 
threaten catastrophe? It is 
high time that something be 
done for Pacific security as 
well. 

President Quirido of the 
Philippines did a statesman- 
like thing when he invited 
Chiang Kai-shek to visit him 
for a straight talk on Pacific 
problems. There is no need 
for him to pussyfoot on the 
communist menace. He has 
had to face it right in his 
own backyard. 

But what is perhaps most 
significant is that the Philip- 
pines and Nationalist China 
are willing and ready to go 
ahead with plans for con- 
certed resistance to the com- 
munist threat in spite of dis- 
tinct coolness to the idea on 
the part of the United States 
and such countries as India. 
Washington was quick to dis- 
associate itself from the plans 
that were made and the ap- 
peal that was issued though 
this attitude naturally hardly 
removes the actual threat |) 4 
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lead has not prevented these 
steps from being taken and if 
they compel a closer examina- 
tion of our own Pacific policy, 
so much the better. 

The latest approach, in the 
long run, may actually prove 
a better way than immediate 
assumption of direct United 
States leadership if only be- 
cause no one can then accuse 
us of imposing our ideology 
on other countries. But this 
doesn’t mean that we cannot 
show our solidarity with those 
countries that are willing to 
fight communism. In this con- 
nection, British attempts to 
come to terms with the Chi- 
nese communists rather than 
resist them, as in Shanghai, 
are hardly inspiring, and the 
same is true of our own atti- 
tude in the face of communist 
threats and provocations. In 
Shanghai and Hankow, we, 
too, have knuckled under. 

The least that is called for 
is the kind of unity of idea 
and purpose in combating 
communism which gave birth 


Piibtors to the North Atlantic Pact 











faced by the Filipinos and the 
Chinese. 

There is talk that Secretary of State Acheson 
found himself outmaneuvered by Chiang who 
startled the State Department by seizing leadership 
of a proposed anti-communist Pacific Union to in- 
clude parts of China, the Philippines, Southern 
Korea, Indonesia and other countries. Chiang has 
been thought to be down and out, thus his sudden 
emergence as a potential Asiatic leader was rather 
surprising. 

There is of course need to be realistic about the 
whole situation, and Quirino and Chiang have said 
in effect that they are willing to be realistic. Obvi- 
ously the formation of any kind of a Pacific security 
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Fitzpatrick in the St. Louis Post-Dispatch 


and the lack of which — 
in the Far East — appar- 
ently explains why nothing could be done so far 
in the Pacific. What’s needed is a united front, not 
in the military sense since that is hardly feasible 
for some time, but in every other way — unity of 
purpose that works for Pacific security in the face 
of the spreading communist menace. It is something 
to which we can and should give our wholehearted 
support, for in the end, as the most powerful Pacific 
nation, it will be up to us anyhow. We are fully 
committed to exercise our means and influence to 
contain communism in Europe but this policy can- 
not be complete without a realistic appraisal of the 
Asiatic danger. Let’s look that way, too! 
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Significance of Recent Market Action 


The rally in stock prices of the past five weeks or so rests on technical and seasonal 
factors, plus some betterment in the business news. The lasting significance of the latter 
is questionable. We do not believe that the final downside test for the market as a whole 
has been seen. Maintain the conservative: reserves heretofore recommended. 


By A. T. MILLER 


7 a has been some further moderate 
recovery in the market since our last previous 
analysis was written a fortnight ago, extending the 
duration of the upswing from the June low—which 
stands as‘the low for the whole postwar period to 
date—to about five weeks. The technical evidence 
late last week suggested that the rally has run into 
trouble. Whether that means the termination of the 
move, or a minor correction which is to be followed 
by a further upside try, remains to be seen. 

It is not possible to have any strong conviction 
about the significance of the June-July rise. Cer- 
tainly adequate evidence that it is anything more 
than a rally from a temporarily over-sold position 
—a rally aided by the seasonal tendencies usually 
associated with the summer period—is yet to be 
had. In other words, it is not any more impressive 
in itself than were similar rallies in July or August 





in a number of past years in which the major trend 
was down, carrying average stock prices to new 
lows by late summer or autumn. On the contrary, 
there have been many bear-market rallies which 
exceeded this one in vigor. 

There are some technical considerations which 
put a rather heavy burden of proof on the bull side. 
For one thing, no market recovery so far this year, 
including this one, has yet managed to carry above 
a previous rally high. The best levels seen in the 
narrow backing and filling of April and May were 
appreciably under the March high, and the latter 
was well under the January high. The market now 
has merely got back to the close vicinity of where 
it stood early in May. It has reached a supply area 
in which either the rise will be strangled by the 
combination of increased selling and reduced de- 
mand or in which the going on the upside seems 

bound to be considerably more labori- 
ous than it has been heretofore. There 
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is unlikely to be any sharp lift from 
a rush of covering by frightened 
shorts. Indeed, the short position is 
larger now than it was a month ago; 


ago é : ; 
and there is probably less of an ‘‘ama- 
260 teur” element in it than there was 
around the June lows. 
24o js - r 
Speculative Confidence Still Low 
220 For another thing, there is no evi- 
dence of a real revival in speculative 
2.00 confidence, such as is required to feed 


a sustained market rise. Measured 
against the rise in our composite index 
180 of 320 stocks, the rally in the index of 
100 lowest-price stocks to date has 
been considerably less vigorous than 


a was so on market recoveries in the 
spring and early-summer seasons of 

140 both 1948 and 1947. Since the 1946 
bull-market high was recorded, the 

120 performance of this index has been 
more reliably indicative of the main 

trend than that of any other general 

$08 index or average. It has persistently 
made new postwar lows ahead of the 

80 general list. It did not fare as well last 
a2 week as the general market. Inci- 


dentally, the still low level of specula- | 


tive confidence is all the explanation 
needed for the relatively inferior ac- 
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by actual changes in bond 
yields. It could be that they were unduly low at the shoes, has turned upward. Whether this is lasting 
bottom of the May-June sell-off. But we question remains to be seen. 


whether the same could be said for a majority of On an average, commodity prices have lost no 
vi- stocks. Moreover, a firm bond market is not enough further ground over the last month or so; and some 
ive in itself for a continuing rise in the minority of have turned stronger. That is so of non-ferrous 
2ed secure-dividend equities, yields of many of which metals, which had fallen excessively. But it is like- 
red have already been scaled down substantially. wise so of farm items as a group and of foods. 
lex These have remained out of line, on the high side, 
of The Business News ‘with the rest of the price structure; and, in the face 
has of looming crop surpluses, a solid reason for their 
1an The automobile industry’s somewhat independent current rally is hard to see. 
the boom is the outstanding thing in the business pic- According to Government estimates, total dispos- 
of ture, and now seems likely to run at least through able income of the people in the second quarter of 


946 the summer without slackening. Measured by work _ this year was at the annual rate of $193 billion, 
the In progress, building activity so far this year has down only 2.4% from that of the first quarter and 
een approximated year-ago levels. Contract awards down only about 0.2% for the peak rate of $199.4 
ain (future building activity) were down 6% for the billion seen in the fourth quarter of 1948. Depart- 
ral first half year, with a rise in public works partially ment-store trade continues to run materially under 
itly offsetting a 17% fall in private awards. There has year-ago levels; but over-all trade, which includes 
the | been a rebound in the steel industry which is prob- sales of automobiles, remains close to peak levels 
last | ably temporary, volume having been down sharply and has varied little during the first half year. Total 
nei- | earlier in the month when a number of furnaces personal spending is officially estimated at a $175 
ula- | Were banked on the strike threat, which also brought billion annual rate for the second quarter, against 
tion | Some bulge in orders. Production in some of the $176.6 billion in the first quarter and peak of $181 
ac- long ailing light industries, notably textiles and billion in 1948’s fourth (Please turn to page 454) 
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BY E. A. KRAUSS 


SJ hose who anticipated and feared presi- 
dential advocacy of a huge pump priming program 
to counter the business recession were rather pleas- 
antly surprised by, though by no means in complete 
accord with, the President’s prescription for pros- 
perity as embodied in his mid-year economic report. 

This report brought together economic facts 
which illustrate the orderliness and relative moder- 
ateness of the current adjustment phase. It struck 
a sympathetic chord by exhibiting a lack of the 
“emergency” type of concern over mounting unem- 
ployment. Equally important, the report, unlike the 
President’s January message, appeared not only con- 
structive in some aspects but on the surface at least 
conciliatory to business though never quite hiding 
the “big stick” of Government intervention. But it 
strongly suggested that the President is ready to 
acknowledge that the strength of our economy is to 
be found more in private activity than in govern- 
mental prescription or intervention. 

The fact that costly pump priming of major pro- 
portions is not now contemplated is cheering enough, 
for that is neither warranted nor would there be 
any prospect of it being really effective. New Deal 
experience has failed to demonstrate that pump 
priming with borrowed money can really produce 
prosperity. The Government can spend heavily, and 
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the spending will doubtless support demand while it 
lasts. But such outlays contribute nothing to the 
solution of the basic problem of cost and price re- 
duction which is a requisite to economic revival. In 
the end, these problems of adjustment would remain, 
and we would find that the agony has merely been 
prolonged. 

Thus failure to resort to all-out pump priming 
must be considered constructive not alone from a 
fiscal viewpoint which is compelling enough, but be- 
cause really big spending with its resultant Govern- 
ment intervention in virtually every economic area, 
direct or indirect, would seriously interfere with the 
normal adjustment process. This doesn’t mean, of 
course, that pump priming is out. The economic 
course suggested by the chief executive means con- 
tinued high Federal spending resulting in an esti- 
mated deficit of between $5 and $6 billion in the 
1950 fiscal year. This relative ‘moderation’ must 
have chagrined his New Deal advisers who felt that 
the Government must “contribute” to the income 
stream ‘between $5 to $10 billion additional to assure 
full employment. Since Congress would refuse to go 
along with any such program, we find the new pre- 
scription more in line with the realities of the 
situation. 


| 


Restatement of New Deal Philosophy 


Nevertheless, the President’s message added up to 
a restatement and extension of a philosophy that 
had a deep influence upon the launching of the New 
Deal in the Thirties. Actually only four of the eleven| 
points he submitted are new; the others have come}! 

p before. Bowing to the new economic climate, the| 
quest for higher corporation taxes and price con- 
trols were left out though the idea of Government- 
sponsored plant explansion was retained. There was) 
even a token gesture towards business tax relief in 
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the form of suggested repeal of the war-born 3% 
tax on the transportation of goods, and of liberali- 
zation of the loss carry-over provisions of the cor- 
porate income tax law. But to compensate for the 
resulting small loss in revenues, he asked for a rise 
in, and tightening of, estate and gift taxes. 


No Balanced Budget 


At the same time, the President gave up hope of 
trying for a balanced budget. Apparently with more 
regard to politics than economics, he tacitly ac- 
cepted the “necessity” of running the Government 
at a loss temporarily by rejecting the idea of econo- 
mies in Federal functions. “There are economic and 
social deficits that would be far more serious than a 
temporary deficit in the Federal budget,” he opined. 
By refusing to make spending programs smaller, the 
President was not necessarily unmindful of the fact 
that private business decisions to spend are ad- 
versely influenced by high taxes and an open-handed 
spending policy generally. Hence his token conces- 
sions to business in an effort to obviate this very im- 
pact on sentiment, realizing that a high level of in- 
vestment flow is the key to maintenance of full em- 
ployment and a stable economy. But very little was 
suggested to facilitate it. Nothing was said about 
tax revision to end discrimination; there was more 
rather than less emphasis on welfare statism, and no 
abatement of the threat of Government competition 
with business. Rather, the threat of “conscious and 
positive action by Government” remained. 

Just as the President’s altered tax program was 
designed to give a mild stimulus to business, so his 
other suggestions to Congress were designed to give 
a lift to other parts of the economy. Among them 
were improved farm income supports; a minimum 
wage increase to at least 75c an hour; expanded un- 
employment compensation and old age insurance. 
But he was not ready to plunge into an extensive 
program of public works though he did ask legisla- 
tion to permit Federal agencies to intensify their 
advance planning and to acquire sites for useful 
projects; and to speed up projects already prepared 
in regions suffering severely from unemployment. 


What Effect On Business? 


From a practical viewpoint, just how can the 
President’s proposed program, provided it is en- 
acted, contribute towards business recovery ? Though 
congressional attitude had made the prospect for 
higher corporate taxes at this time extremely doubt- 
ful, official abandonment of this request doubtless 
lifted some burden from the minds of business, but 
whether this will make for freer spending at this 
time remains to be seen. Under present conditions, 
perhaps few corporations will be ready to utilize the 
funds that would have been taken from them by 
increased taxes. Business men invest only when 
profits can be made, thus potential spending deci- 
sions may be at least temporarily postponed until 
the profit outlook becomes more clearly defined. Still 
there are reports that the Administration’s decision 
not to press for higher corporate taxes is resulting 
in revival of a number of deferred industrial con- 
struction programs. Obviously, managements are 
now in a position to review their plans in the light 
of the money they will have available to spend. 


There is no doubt that former insistence on higher 
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corporate taxes has been a disturbing influence not 
only on those contemplating expansion of produc- 
tion but also on those awaiting an opportunity to 
invest profitably in new enterprise. From this view- 
point, revision of the former stand must be viewed 
as highly constructive though too belated to produce 
full benefits. Tax policy as a whole remains a sore 
spot. 

The nation, and business, is staggering under a 
tremendous tax burden and the President himself 
realizes that needed revenues cannot be maintained 
without a very substantial enhancement of the na- 
tion’s output. But how can one hope to accomplish 
this without enabling those who possess the willing- 
ness, financial ability and the know-how, to furnish 
the machinery and facilities to produce what it takes 
to boost output. Confiscatory taxes and resultant re- 
strictions on the growth of risk capital hardly per- 
mit such an expansion of the economy. The incen- 
tive is still lacking. 

That’s why we feel that the President’s tax ges- 
ture, belated as it is, is also extremely feeble. It was 
“sweetened” by the proposal to liberalize loss carry- 
over provisions in line with earlier Treasury recom- 
mendations, which in itself is constructive enough, 
and conceivably could render business less reluctant 
to shoulder temporary losses during the adjustment 
period. Thus it could work towards more aggressive 
planning and maintenance of production. It also will 
doubtless be a considerable help to newcomers in 
business, and generally should tend to stimulate new 
enterprise. But whether this particular concession 
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will be enough of an incentive to do the expected 
job is open to question. Its significance rests in how 
it will affect business decisions in the months to 
come. 

Worried about the decline in business investment, 
the President set forth other means of stimulation. 
He will try to promote private investment through 
easier credit, both from banks (easy money policy) 
and Government agencies (RFC loans to business). 
But at the same time he made it clear that in his 
view the Government must take some responsi- 
bility for stimulating and supplementing private 
activity if mere incentives faily to bring about a 
pick-up. At the same time he wants Government to 
keep a constant eye on how business invests its 
funds and expands its facilities; and how manu- 
facturers plan their price and wage policies. The 
latter approach will hardly inspire confidence among 
business men. The same can be said of the Presi- 
dent’s request that industry cut prices, keep wages 
high and maintain peak production while at the 
same time he steadfastly holds to his policy of 
broadened social security which is bound to per- 
petuate and raise the country’s tax burden. 


Argument Against Wage Boosts 


As it is, the economic burden of the President’s 
message can readily be interpreted as an argument 
against cost-raising wage boosts which would invite 
the tide of lay-offs which he wants to avoid. His 
economic data emphasize the need to stop the lag of 
consumer spending behind consumer income by re- 
duction of retail prices. Only with controlled costs 
and with prices which fairly reflect them can this 
be brought about, however. 

There are those who regard the tax proposals, 
including the suggested repeal of the 3% tax on the 
transportation of goods, not so much as a new, 
friendly gesture to business but as a barter offer, 
to be accepted in lieu of elimination of wartime ex- 
cise taxes in which there is pressing interest. Such 
elimination would mean a substantial loss of revenue 
which, the Administration feels, the Treasury can 
ill afford. Against this, repeal of the transportation 
tax would involve an estimated revenue loss of only 
about $372 million. It would help reduce the cost 
of goods at least modestly. This tax, frequently at- 


tacked as a pyramiding impost, has been adding to 
the cost of goods at every stage of their processing. 
As a strictly wartime measure, its repeal is long 
overdue. 

To sum up, the President’s program, if carried 
out without delay which is doubtful, could have the 
effect of speeding economic recovery which in time 
is due to materialize anyway. However, it lacks 
really affirmative action, particularly to stimulate 
private spending. Merely to have Congress provide 
for a broad study of business investment will not do. 
Since its implications smack too much of the former 
proposal to build steel plants and other industrial 
facilities because private enterprise was allegedly 
not providing enough capacity, it seems an effective 
way to discourage rather than encourage new pri- 
vate plant facilities. 


Need to Spur Private Initiative 


Much more can and should be done to spur pri- 
vate initiative. Depreciation allowances should be 
greatly liberalized, double taxation of corporate 
dividends should be dropped, and business generally 
should be reassured about the intentions of the Gov- 
ernment to compete with private enterprise. Above 
all, unessential Government expenditures should be 
cut to the bone, paving the way for lower corporate 
and individual income taxes. This would be the big- 
gest incentive of all. It would be far more effective 
in halting the recession than any amount of do- 
mestic pump priming, with red ink money, and 
global development programs. 

In a sense, the relative absence of really affirma- 
tive measures can be viewed as reassuring in that it 
reflects official belief in the recuperative powers of 
our economy and in the absence of any real danger 
of a serious depression. As outlined in the fore- 
going, some of the measures proposed will help in 


a moderate way, aided by reflationary policies dis- | 


cussed elsewhere in this issue. But in the end, re- 
covery will come about mainly through the econ- 
omy’s own corrective processes; through inventory 
reduction which is proceeding rapidly; through cost 
reduction which calls for increased efficiency and 
productivity, and which is likewise under way; and 
finally though price reduction which will grow out 
of competition and cost reduction. 


Private vs. Government Pump Priming 
To promote these fundamental ad- 
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before, Government pump priming is not 
the answer. Government should encour- 
age private capital to prime the pump. 


assets to draw upon if the proper climate 
exists to attract investment. 

| This climate, however, has not been re- 
] established by the Presidential report and 
its implications of policy and approach 
to the solution of economic difficulties. 
There has been no essential departure 
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sof from the Fair Deal philosophy and all it 
: implies, hence the President’s formula for 
1 meeting the recession is likely to play an 
1.] important role in forthcoming political de- 

















bates. Stirring opposition in Congress is 











proof of that. 
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it can facilitate and speed them. As said | 
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BY OUR STAFF 


4. our July 2, 1949 number, appeared an 
article discussing the advantages of long term in- 
vestment and citing a number of outstanding cases 
where fortunes have been reaped by investors solely 
reliant on company growth over a number of years. 
Few investors, however, are wise or lucky enough 
to pick just the right equities for such a static pro- 
gram; nor would many have the courage and re- 
sources to stick to it through major cyclical down- 
swings. Indeed, the hazard of attempting to ‘‘freeze”’ 
any investment or to avoid profit taking at proper 
times has almost disrupted many a promising pro- 
gram. The following excerpts from a recently re- 
ceived letter to us drives this point home. 

“Your suggestions for the partial liquidation of 
my account a few months ago did not appeal to 
me at the time, even though the market for some 
of them is now lower. All of my holdings have been 
selected on a long term basis from a value stand- 
point. It has been my policy only to replace present 
holdings when some other issue is found represent- 
ing better value. While I am aware of the discour- 
agement and extreme patience required in following 
this policy, it has worked out very well for me in 
the last ten years. I intend to continue this policy of 
buying and holding best values when and where I 
find them and waiting patiently for these values to 
be reflected in price.” 

“Even now after the depreciation of the last three 
years, I still have an appreciation of more than 
10,000% on my total invested capital, in spite of the 
use of borrowed money throughout the entire pe- 
riod. While I have not been successful in calling the 
turns in the general market and have been inclined 
to sell too soon in a rising market, I have been 
rather successful in obtaining the large percentage 
gains between gross undervaluation and reasonable 
value, and then transferring funds to other under- 
valued situations. The result has been that at the 
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Giving Practical AAduice to 
LONG TERM INVESTOR 


— WHOSE EQUITY OF $300 IN 1940 
PLUS BORROWED CAPITAL... 
INCREASED TO $88,000 IN 1946 
AND HAS SINCE DECLINED TO $32,000 


1946 top, my funds 
were invested in 
relatively under- 
valued stocks 
which since have 
become more un- 
dervalued, but 
which have proven 
much more defen- 
sive than the is- 
sues sold. By this 
method my equity 
increased from 
less than $300 in 
1940 to a_ high 
point of $88,000 
in late 1945 or 
early 1946. It has 
since declined to a 
present value of 
about $32,000.” 

“You will admit 
that even now my 
program has been 
rather spectacular- 
ly profitable. How- 
ever, I see now 
that my rigid pol- 
icy caused me to 
lose $56,000 of my 
capital gains — al- 
most twice today’s 

values of these shares—much of which could have, 
been saved if I had not determined to disregard 
market fluctuations and hold these stocks through 
“hell and high water.” 

“T am very much interested in any method for 
calling the turns in the general market, as the 1946 
top, that might have protected my capital from the 
serious depletion that has occurred in the last three 
years. I am not, however, interested at this late 
point in the bear market of making any sales that 
would reduce the amount of my holdings. I feel very 
certain that we are now in the final stage of the 
bear market, representing a buying opportunity 
even greater than 1938 or 1942. I do not mean that 
the market cannot or will not go lower over the 
months ahead. I do believe, however, that not to buy 
undervalued stocks is more dangerous now than to 
buy and hold them.” 

“For example, U. S. Hoffman Machinery is now 
selling at approximately 7 against a 1946 high of 
47. While I can see the possibility of this stock de- 
clining to 5 or slightly under in any bad market over 
the next few months, I consider it much more con- 
servative to buy the stock at the current market 
than hope to buy it at 5 and run the chance of miss- 
ing the purchase entirely. If it does go to 5, more 
can be purchased as long as any other holding can 
be sold at a less deflated price. In other words, when 
a stock of a leading company is selling for less than 
a fourth of its tangible assets, about a third of its 
equity in working capital and less than four times 
its ten year average earnings, it is much more of a 
gamble, in my mind, not to buy it than to buy it.” 

—T.H.B. of Columbus, Ohio. 

A program as outlined above varies of course 
widely from sound and conservative practice. The 
basic principle of selling overvalued securities and 
replacing them with undervalued ones, as followed 
by the writer of the letter, is commendable. 


* 
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But it doubtless also has its great difficulties, not 
the least of them the matter of spotting genuine 
undervaluation. Quite often these days, stocks ap- 
pear undervalued but really are not—in the light of 
subsequent developments. There is weakness in ap- 
praising securities on statistics only, such as work- 
ing capital and asset values, and sometimes even on 
the historical record of earnings and dividends. 
Whenever a stock sells at one-fourth of its tangible 
assets, there is usually a good reason for it. 

In the case at hand, though, the portfolio shows 
that the substantial appreciation realized by 1946, 
in a short space of four years, was due to purchase 
of highly speculative issues and on a “shoe string” 
basis largely involving personal debt. That the pro- 
gram to date has shown such relative success per- 
centagewise is not at all surprising, for it could 
have been matched by many investors able to trade 
on margin during an abnormal period of war and 
postwar boom when very low-priced stocks have 
gyrated widely in price. Widespread industrial pros- 
perity in the 1940-48 period at times attributed a 
false value to the shares of many concerns, and even 
at current low levels their merits may be deceptive. 

To hold them in portfolios merely because in 1946 
they sold at far higher levels than now, could be a 
serious error, as the approach of genuine competi- 
tion may amply prove. The tragic shrinkage in value 
of our correspondent’s portfolio since 1946 was due 
less to absence of market skill than inability to 
judge when cash rather than securities should com- 
prise the major portion of holdings. Merely to keep 


. fully invested at all times, though constantly shift- 


ing from one stock to another in the search for un- 
dervalued situations, was jumping from the frying 
pan into the fire, for major market downswings em- 
brace practically all issues. Unless this special in- 
vestor radically changes his methods and by accept- 
ing profits at times, builds up his cash reserves he 
may court further disappointment. What good 
would it do him if the market declined to near zero 
on his selected securities and he had no money with 
which to average or load up? The only answer to 
his problems we can suggest is rather complete re- 
formation of his policies. 


Tested Investment Principles 


Our discussion has now reached a point where 
constructive rather than critical comments on long 
term investment programs are in order. Our posi- 
tion has always been that primary selection of the 
seundest equities, together with constant vigilance 
and readiness to follow somewhat fluid policies, as- 
sure far greater chances for long term success than 
any less conservative methods. Over forty years of 
experience in guiding investors through many eco- 
nomic storms have proved to us that capital can 
be enhanced and income improved more reliably by 
sticking to equities with broad foundations for 
growth and possessing obvious intrinsic values. 

Investors preferring assurance of good average 
income and an opnortunity for substantial apprecia- 
tion in line with company growth over a period of 
years now have a wide range of choice among con- 
cerns that form the backbone of our economy. The 
matter of original selection, however, requires in- 
formed research that far transcends statistical data 
and stock market performance. And once a port- 
folio is well established, it cannot be assumed that 
periodic check-ups on the ever-changing status of 
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industries and individual concerns, or of stock mar- 
ket behavior, are not needed. To the contrary, 
though these essentials are within the reach of any 
investor with access to proper advice, steps must be 
taken to fully utilize them if disappointments are to 
be avoided. There is no sound investment program, 
long or short term, that can be safely “slept on” for 
long without watching, unless risks will be incurred 
or opportunities for defending or improving the 
program wasted. 

Investment risks are minimized to some extent 
by close examination of the past record and future 
outlook of a given industry. Some that are tradi- 
tionally unstable or show signs of permanent de- 
terioration should be weeded out. Not so many 
decades ago, investor regard for street railway se- 
curities was high and widespread, but closing of the 
eyes to coming new transportation methods brought 
severe grief to many. Over-production by the cotton 
mills for a long period precluded dividends by some 
of the strongest units that formerly made regular 
payments for half a century, though some of these 
are well on their feet again after years of struggle. 
The coal industry has had long periods of great 
prosperity and alternate depression. While some 
dominant concerns in other “boom or bust” seg- 
ments of the economy have had the vigor to carry 
on successfully for a time, their shares are less in- 
viting in the search for long term investments. 


Stable and Growing Industries 


In contrast, there are plenty of strongly financed 
enterprises in industries more certain to remain 
relatively stable, or whose growth potentials are 
clearly marked. Years of successful competition, dy- 
namic management and brand promotion have given 
some of them a head start from which they cannot 
easily be shaken. Many are utilizing their hard won 
trade position to introduce new products, often alien 
to their regular activities, and thus give promise of 
keeping abreast of our changing times. Television, 
plastics, chemicals, electronics, now enjoy especially 
wide horizons, while certain producers of automo- 
biles, steel, processed foods, agricultural equipment 
have established long term records that promise to 
continue for an indeterminant period. Such of these 
firms as have successfully implemented postwar 
modernization and expansion programs financed by 
retained earnings or borrowing at current low rates 
seem fortunately situated to continue their long 
term record of good earning power and well main- 
tained dividends. If so, the price of their shares will 
improve eventually, closely attuned to their future 
progress in an expanding economy. 

In establishing a long term investment program 
no fixed formula for procedure is possible, due to 
varying individual problems faced by investors. 
Where complete dependence on income is a factor, 
strong emphasis on dividend stability must be con- 
sidered in selecting equities. There are, however, a 
great number of investors able to live on earned in- 


come and to set aside sums regularly to build up | 


their portfolios. To these, the dividend factor may 
be less important than long term increment in the 
value of their holdings. On the other hand, the fact 
is often overlooked that reinvestment of dividends, 
when practical, not only compounds the value of 
the portfolio substantially but creates a reserve that 
tends to stabilize the entire program. Employment 
of the highest grade stocks, accordingly, not only 
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Long Term Cyclical Fluctuations of Selected Quality Stocks 

1937. 1938 =—%S=«:'93897 % 1942 % 1946 % 194 % 1947 % 

High Low Decline High Increase Low Decline High Increase Low Decline High Increase 
M.W.S. Combined Stock Index... 122.0 44.2 64.6% 73.1 65.5% 41.4 43.5% 191.7 364.0% 129.8 32.2% 1488 14.7% 
M.W.S. 100 High Priced Stocks Index... 108.0 48.1 55.5 70.8 47.1 43.2 39.0 1126 1605 805 285 89.9 11.6 
Dow Jones Industrials 194.40 98.95 49.0 155.92 56.5 92.92 40.3 212.50 129.0 163.12 23.2 186.85 145 
QUALITY STOCKS: 
ee CC rere 121 10% 41.5 116! 64.5 56% 51.2 1062 88.0 79 25.8 99 25.4 
American Tobacco B 997g 58%, 41.2 893%, 53.0 34% 61.0 100%, 187.0 76%, 23.4 84% III 
Corn Products Refining... ccc . WY, 53 256 67/2 274 424 376 175% 795 584 23.1 75% 295 
Diamond Match 37% 20% 45.5 34/2 665 18 48.0 50! 180.2 342 31.7 47 363 
Dow Chemical . 39%, 22 45.0 36l/e 64.4 23% 343 45/2 91.6 375% 17.3 42% 12.6 
DuPont 180% 90! 49.8 188 108.0 102% 455 227 121.0 16! 29.0 197 22.4 
Eastman Kodak 39/. 281%, 28.5 37%, 32.0 22 422 522 144.0 40 238 48% 22.2 
International Harvester... 120 48 600 715% 49.0 40 44.0 102 155.0 66, 350 95 43.4 
Johns-Manville 5I'/y 19%, 62.6 35 82.0 16% 52.1 5534 233.0 38, 31.4 464 21.6 
National Biscuit 33% 15/2 53.7 284 82.5 13 54.0 37% 187.0 25%, 32.9 34/4 363 
ied 99/4 44%, 55.0 82 83.0 43%, 46.6 101, 1320 75 26.1 9434 264 
Standard Oil of New Jersey. 76 393%, 47.8 53/4, 34.7 30'/4, 43.0 783, 158.0 615% 21.7 80 26.5 
Union Carbide & Carbon il 57 «48.794, 65.358) 38.3) ««125~~—SCidS.2 = BBSC29.6~—s«dW'03=—«so25+=9 
Westinghouse Electric 41% 15% 63.0 303% 95.2 1534 48.0 393% 152.2 21%, 47.0 30, 44.4 
Woolworth, F. W. 65% 36 45.0 50% 40.0 214 57.0 62/4 1904 43% 30.1 53 21.2 














assures gradual improvement in the portfolio values 
but also promises to stabilize them in the event of 
death. A portfolio consisting of more speculative 
issues might have to be completely liquidated after 
the demise of the owner and if market conditions 
are very bad, the low prices obtainable could negate 
lifelong efforts to build a fortune. 

Cautious investors are much too prone, we find, 
to minimize risk by the purchase of too many dif- 
ferent stocks. It seems far wiser to select not more 
than ten or a dozen top grade issues, thus simplify- 
ing the important task of supervising the progress 
of industry groups and their components in a port- 
folio. Regardless of the stature and fine record of 
a given concern, there are bound to crop up periods 
in our changeable economy when the enterprise may 
face serious problems for some time ahead. Rather 
than to “‘freeze”’ the investment until more favora- 
ble times arrive, it is often sensible to replace it 
with another equally seasoned stock with a more 
promising outlook. Such a course by no means im- 
plies that the inconvenience of constant portfolio 
shifts must be endured, for such changes rarely will 
be necessary. 


Need for Flexibility 


Long term investors as a rule class themselves as 
such quite frequently through basic dislike of fre- 
quent switches, or of anything with a speculative 
tinge. In other words, they prefer to avoid any at- 
tempt to make money by jumping in and out of the 
stock market to accept relatively short term capital 
gains. While such policies are not only justifiable 
but commendable in a long range program, it should 
not deter investors from nailing down occasional 
handsome profits when they are presented. No crys- 
tal gazing prophecies are involved when it is pos- 
sible to achieve a profit equal to, say, several years 
potential income from dividends. The cyclical be- 
havior of the stock market and varying degrees of 
speculative interest in an equity held for long term 
purposes often distort quotations both upward and 
downhill. Since a stock held for more than six 
months restricts tax liability to not more than 25%, 
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there is a distinct advantage in 
while profits now and then. 

When we mention worthwhile profits, we do not 
mean that it is necessary to ascertain market tops 
by some magic process. No one can do it anyhow. 
Generally it is highly satisfactory if one is able to 
take profits near the top without being too dogmatic 
about “how near.” There are always reinvestment 
opportunities in the stock market and there is a 
strong chance that after a long sustained advance 
in price, the stock sold can be repurchased at a sub- 
stantially lower level in due course. In this event the 
proceeds of the sale will buy a larger number of 
shares and fortify one’s base for the next major 
upward swing. Such a program is rather devoid of 
speculative flavor and yet constructive along con- 
servative lines. On an appended table we list a few 
high grade stocks to show the percentage ups and 
downs of their prices over relatively short periods 
in recent years. The gains and losses indicated could 
be liberally discounted to allow for what the aver- 
age investor might actually achieve, and yet provide 
for capital gains far in excess of steadily main- 
tained dividend receipts. In combination, the divi- 
dend income, though possibly more spotty, along 
with profits occasionally taken, would expand port- 
folio values substantially in the long run and at the 
same time avoid the regrettable erosion of equity as 
happened in the case of our correspondent previously 
mentioned. 

This brings us to a final and weighty considera- 
tion in outlining the most desirable form of long 
term investment, the element of cash reserves. In 
our opinion, an investor is wise if he keeps not less 
than 15% of his funds in cash or Government secu- 
rities. Should the price of any stocks in the port- 
folio become unduly depressed, the available cash 
will come in handily to average down the original 
cost of holdings. Such a cash reserve fund could 
also be built up by deposit of dividend checks, rather 
than “cannibalizing” them through casual living ex- 
penditures. Not every investor has enough business 
earnings to warrant such a program, but those for- 
tunate enough to do so will be amply rewarded 
eventually. (Continued on page 453) 
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—WILL IT BE EFFECTIVE? 
By JOHN C, CRESSWILL 


i latest shift in Federal Reserve policy, 
impelled by the unflagging pace of the business de- 
cline, constitutes an important step in the Govern- 
ment’s drive to combat recession by making credit 
easier and cheaper to obtain. 

The Federal Open Market Committee, after con- 
sultation with the Treasury, has announced that with 
a view to increasing the supply of funds available in 
the market to meet the needs of business, its open 
market operations will be governed primarily by the 
general business and credit situation. Thus it was 
decided to temper the sale of Government securities 
by the Reserve System, thereby allowing prices to 
rise. This means smaller yields to purchasers and, 
it is hoped, will discourage banks from investing too 
heavily in governments, and may ultimately bring 
about a cut in the Treasury’s short term interest 
rate. 

This reversal from the former policy of keeping 
basic interest rates in a fixed official pattern means 
first of all that differences within the Administra- 
tion over the direction of current economic trends 
have been reconciled and that the Reserve authori- 
ties intend to see that deflationary forces are not 
accentuated by unavailability of credit. In this re- 
spect, the action supplements and strengthens earlier 
moves such as the easing and subsequent expiration 
of consumer credit controls, the lowering of stock 
exchange margin requirements and the reduction in 
member bank reserves. It thus marks a new attack 
on deflation but doubtless also an effort to hold 
down the cost of the Treasury’s impending deficit 
financing. 

Marketwise, announcement of the new policy sent 






Government long term bonds soaring to the levels of 
the late fall of 1947. Top-grade corporate and mu- 
nicipal obligations shared the price rise but most 
immediate meaning was seen in the quick depression 
of the yields on the Treasury’s short term securities. 
The market now takes it for granted that one-year 
money will eventually go back to 1%, if not lower, 
compared with the 114,% rate recently prevailing. 
The yield on 214% long term bank eligible govern- 
ments, in the wake of the price rise, has narrowed 
to 2.22% ; that on Victory 214s, which are not open 
to commercial bank buying, on first impact con- 
tracted to 2.38%. 


Lower Yields — Interest Rates 


Marketwise, then, the new policy connotes lower 
interest rates and yields which will be under down- 
ward pressure once more as government securities 
are permitted to rise in the market. Up till néw, the 
Federal Reserve System has been selling its own 
holdings to keep prices down, and yields up. The 
theory is that banks now may be more inclined to 
lend to private borrowers than to put their money 
into governments. 

What will it means to business? To private enter- 
prise, the latest move constitutes a pledge of easy 
money if it wants it, but as it is, business needs to 
borrow less money now. Postwar capital expansion 
has passed its peak and there is less need for cash 
to finance new plant and equipment. Moreover, busi- 
ness has been paying off bank loans in huge amounts 
—fully $2.5 billion since the turn of the year—re- 
flecting inventory liquidation and lower working capi- 
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tal needs in the wake of declining prices. As one 
commentator remarked: ‘You can tead the horse to 
water but you cannot make it drink.” In other words, 
the new policy cannot make lenders lend, and bor- 
rowers borrow; nor can it correct maladjustments 
within the economy which have arisen from non- 
monetary causes. But it must, nevertheless, be 
viewed as an appropriate step in a time of credit 
contraction if only because it may encourage greater 
use of the existing money supply though it won’t 
stop the recession in a hurry. While easier credit 
may mean lower rates on business loans, this alone 
will hardly force more borrowing until a recovery in 
production increases the needs of business for funds. 
But business has been given notice that emphasis 
and direction of Federal Reserve action henceforth 
is towards relaxation rather than restraint. 

As far as financial institutions are concerned, they 
must be aware that if they look for earnings from 
holdings of the public debt in a period of slackening 
or stagnant business, they will have to be content 
with lower yields for term investments or with the 
returns offered by the forthcoming expansion of 
Treasury bill issues. At the same time, financial 
authorities are now questioning whether savings 
banks which recently boosted their dividend rates to 
2% will be inclined to maintain that level in the face 
of falling returns on governments in which they have 
invested extensively. Some predict the new situation 
may force a return to the former 112% rate. 

Generally, and as long as the demand for business 
loans remains low or keeps contracting, all this 
points to somewhat lower bank earnings though any 
decline will be at least partially offset by the gain 
in investible funds due to the lowering of reserve 
requirements. 


Basic Conflict Not New 


The basic conflict between credit control and a 
stable Government bond market is not new. It raged 
in 1947 and 1948 when a tightening of credit was 
sought by the Federal Reserve authorities to fight 
inflation. Efforts to curb credit then were largely 
voided, however, because at the same time Govern- 
ment securities were being bought in the market by 
the Federal Reserve banks on a vast scale to peg 
prices above par. Now the shoe is on the other foot. 

The authorities would like to expand credit but 
they have been hampered in so doing because they 
have been selling Government securities to prevent 

a sharp rise in prices. Such sales tend to absorb 
ae reserves, and thus neutralize efforts to expand 
credit. Hence the decision to let prices rise by re- 
fraining from sales. 

However, while the Federal Reserve System has 
been lifting the ceiling on bond prices, it intends to 
maintain a floor. This is important for market con- 
fidence, for whenever business turns up again, pri- 
vate demand for capital is bound to rise and Gov- 
ernment securities will again be sold. In such an 
eventuality, the Open Market Committee implies it 
might resume pegging bond prices on the downside 
by announcing a continuation of the “policy of main- 
taining orderly conditions in the securities market, 
and the confidence of investors in Government 
bonds.” Conceivably, of course, this statement may 
involve considerable leeway since it does not, on the 
surface, imply a definite commitment to maintain 
a rigid rate structure in the government bond mar- 
ket. If prices turn down again at some time in the 
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future, the Committee may not necessarily try to 
stop them at par as in the past. Much may de- 
pend on the interpretation of the term “orderly 
conditions.” 

In the meantime, the new flexible bond market 
policy must be regarded as meaning that purchases 
and sales of government securities hereafter will be 
on a scale and at prices within the discretion of the 
Open Market Committee, and with regard to gen- 
eral conditions as well as the bond market; that is, 
the extent to which the market will be allowed to 
rise and interest rates to decline will depend on busi- 
ness conditions and Treasury financing terms. Any 
further falling off in business activ ity and commod- 
ity prices is apt to reduce further the borrowing 
needs of corporations, and so increase the demand 
for Government securities by banks and other lend- 
ing institutions. By the same token, it can be as- 
sumed that the Federal Reserve Board’s open market 
policy will be designed to keep the Treasury’s bor- 
rowing costs as low as possible. 


Adverse Implications 


Revival of the easy money policy is not without 
potential adverse implications. With the interest 
rate structure again moving downward, the rate of 
return on savings, already low, is to be depressed 
further, tending to weaken anew the incentive to 
save. Those depending on income may be subjected 
to a new squeeze. Financial institutions will have to 
adjust their operations to a lower yield unless they 
expand loans and investments even though this may 
involve greater risk than they would normally care 
to incur. If carried far enough, this could have un- 
wholesome consequences. 

There is also a stock market angle. The rise in 
bond prices has brought about a further widening 
of the spread between bond and common stock yields, 
favoring a shift from bonds into high-grade stocks. 
This could lead to a progressive firming of prices 
for investment-grade equities. Bond and stock yields 
for a long time have been far out of line and the 
gap can hardly widen (Continued on page 449) 
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TRENDS IN THE MAKING 





By E. K. T. 


HUSH HUSH meeting at the Blair House can be put 
down as a hammy performance even for the summer 
theatre season. Nothing was overlooked in the way of 
assuring minute press and public attention, inviting 





WASHINGTON SEES: 


Presidents of the U. S. Chamber of Commerce 
have a brief turn on the stage and then are gone 
to the limbo of “elder statesmen of business,” but 
Washington wonders if President Herman W. 
Steinkraus isn't destined to be an exception. 


The national chamber has potential greatness as 
a carrier of the message of business and industry 
to the capital. But in the past, its support usually 
has been superfluous in times of republican party 
rule, suspect when the democrats are riding high. 
Its methods and objectives have been unyielding 
to the times. 


Onto the Washington scene this year came 
Steinkraus, son of immigrant parents, who rose 
from lowly jobs to industrial heights and election 
to the chamber presidency in a virtual draft. His 
first revolutionary change was to make his post a 
working job—four days a week in Washington; 
next was to establish the “open door’ policy for 
press and public, Passing over the stony staid clubs 
his predecessors joined as a matter of course, he 
picked only the Press Club. 


Gazing from his office window across Lafayette 
Park to the White House, he decided he should 
visit the President. So he ambled across the green 
and did so. Strictly informal, and Harry S. Truman 
loved it. Now he can return any time. Some stodgy 
members may have shuddered, but Steinkraus won 
over the press immediately with the comment: “The 


U. S. Chamber isn't infallible.” 





speculation. Reporters described departing Presiden- 
tial conferees as grim, with nothing to say. By agree- 
ment, only Mr. Truman could speak: and he refused 
to comment. The A-Bomb Conference, for it was plain- 
ly that (no other topic could bring David Lilienthal 
and Senator Hickenlooper into the same room), was 
staged in Hollywood premiere fashion. It won the at- 
tention it was designed to get. 


BUSINESS calling for genuine secrecy would have been 
staged aboard the President’s yacht, at his summer 
retreat outside Washington, or a similar hideout— 
not behind the floodlights that bathed Blair House and 
the guests as they entered. Adding to the theatrical, 
the guard was multiplied, the sidewalk roped off. 
Spectator conversation hummed of war talk, of 
whether Russia has been found to have the bomb 
secret. Official silence channeled thinking into what 
this country must do to meet the threat. Was it co- 
incidence that the meeting was called just as con- 
gress took up the Atlantic Pact, re-arming Europe? 


EXPERIMENT by the White House, revamping federal 
purchasing programs with a view to placing orders 
where their economic effect will be most beneficial, 
will be watched with interest. Dr. John Steelman has 
the job of determining which geographical areas 
could best take the dollars from government con- 
tracts, turn them into preservation or creation of jobs. 
Should the plan work out, states and cities would be 
expected to adopt it, total controlled purchasing at 
60 billion dollars. No increased spending is involved, 
no new bureau created. 


CITING as precedent the Wagner Act which denied 


employers the right to refuse a job to any applicant | 


on the ground that he is a union member, the Ma- 


chinists Union is sampling.sentiment for a drive to | 


save “over age” workers from jobless rolls. Proposed 
is a federal law which would make it illegal to refuse 
employment on the ground of the candidate’s ad- 
vanced age. The barrier formerly arose at 45 years, 
now rises at 35, says the union. Early responses re- 
portedly suggest barring rejection for physical in- 
firmity as well; reviving the Fair Employment Prac- 
tice Act campaign. The whole idea is falling of its own 
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The prediction that the solid south would be 
Solidly against the program of the Administration which 
much of the region refused to support in the national 
election, has not been borne out. The current session, 
under analysis, fails to establish the charge by 
northern party-men that their southern brethren run on 
the democratic ticket so they can support the republican 
leadership. And on the yardstick of "liberal" used by 
those who claim to be the custodians of that political 
principle, the men from below the Mason-Dixon Line have 
measured up well this year. 






































When the labor bill was before the senate for 
final action, 15 southern senators voted for, and 13 
against, injunctions to restrain unions whose actions 
threaten national welfare. Far from a solid vote. In 
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the house, the story was the same: 58 representatives 
from southern states supported the White House in the 
plea to save the Thomas-Lesinski labor bill by recommittal, and 63 joined the 
majority of republicans. 


























Actually, nothing worked out in the first session of the 8lst Congress as 








the forecasters saw it in their crystal ball. No calm appraiser looked for restora- 
tion of the Wagner Act, but most thought the "mandate" would be carried to the point 
of substantial change in the Taft-Hartley Act. That didn't happen. On the other 
hand, the Taft support was dangerously weak in victory. Removal of injunctions from 
the labor law was saved by a scant two votes. Viewed from another angle, the Admin- 
istration, despite national clamor, won its single major victory -- housing -- with 
only five votes to spare in the house. 























Both parties realize that addition of a mere handful of house seats in 
1950 can change the whole situation. It would be almost impossible to switch 
numerical control of the senate, with only one-third of the membership up for 
election and many of Bay incumbents assured of return. So, house control has been 


set as the major goal and from this point out party, or petty, politics will rule 
official actions in Eeleered 


























Shifting into high gear, Labor'sLeague for Political Action sees a 
parallel between the enlarged social security benefits for individuals which it is 
advocating, and the aids to business which RFC is making available. "If one is 
socialism, how about the other?" they're asking. Cited is the fact that from 1945 
through the spring of 1949, RFC had been getting about 500 applications a month for 
loans to businessmen. Now applications are increasing. There were 906 in March, 
817 in April, and 877 in May. 















































that RFC loans, in addition to the several other pene ee which caused them to to 











be set up, are straight commercial transactions. The official lending agency will 
make a profit of 10.6 million dollars when the books are balanced for the 1949 


fiscal year. The League's reply: expanded social security payments mean millions of 
dollars in added purchasing power. 











Political pulling and tugging, bitterness and criticism will be the first 
products of the new housing legislation. They'll come long before any houses are 
built or slums cleared, and outlive the law. And when the metropolitan areas skim 
the cream off, there will be precious little left for the smaller communities. With 
more than 70 per cent of the membership of Congress actually residing in suburban 
towns (according to a recent calculation), the fight will break out on the floor, 
and the Public Housing Administration eventually will be the goat. 
































Most optimistic prediction heard here is that 50,000 dwelling units will 
get under way in the first year. The country has 472 local housing authorities, 
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many of which are ready to file for federal aid. Correspondence indicates 3500 








first year's quota, and one-half the total contemplated to be built in five years. 














Commerce Department is drawing encouraging conclusions from its studies 
which show a decline of 1.25 billion dollars in May business inventories. Seasonal 
drop accounted for about 25 per cent of the total, and price reductions come in for 
a credit on part of the remainder. 











But the interesting fact is that the physical decline was great, indicat- 
ing that shelves are not being restocked -- and that means that there has been 
a postponement of buying which must end soon. That, to the Commerce Department, 
means a spurt in business is just ahead. While the government bureau is too touchy 
on the subject of prices to mention the subject, there are signs of early Support 


for sagging prices, too. 


























Advocates of a strong merchant Shipping system have a job of education to 
do upon Congress. Regardless of what action is taken on the pending Maritime Com- 








house members does not square with the ide2 of a merchant marine and the concept of 
utilizing American-made bottoms, but actually encourages the use of foreign ship- 
yards to build, and foreign hiring halls to staff, the ships. The cost differential 
in favor of the foreign facilities and men remains, of course, very substantial. 


























The Commission had submitted a budget of 100 million dollars. Much of 
that amount was intended to keep domestic shipyards and personnel working, available 
should national emergency arise. The house committee lopped $15,000,000 off that 
amount, and the senate went one better by Striking out an additional 20 million 
dollars. This adds to a 36 percent reduction at a time when Congress is talking in 





























Gov. Dewey's appointment of John Foster Dulles to suceed Robert F. Wagner, 
resigned New York senator, was likened here to the modern football technic of send- 
ing a specialist into the game to perform his specialty, and withdraw. Dulles, all 
Sides agree, is an outstanding authority on world affairs and he came to Washington 
while debate on the Atlantic Pact was building up a head of steam. But Dulles is no 




















seat he occupies by appointment, and as of today it would be impossible to persuade 
him to enter a contest. Of course the senate atmosphere has changed other minds in 
the past, and it may change Dulles'. 














The appointment and what immediately followed, wrote new chapters in 
senate history. Accepted as eminently qualified to enter the current debate, Dulles 
did so almost before he knew his way around the Capitol. There was no period of 
"respectful listening," the rule normally followed by freshmen. And in his first 
speech, he took issue with his own party leader, Senator Taft, and with his close 
associate in world politics, Secretary Acheson. Dulles won immediate respect in 
Statecraft, but in the knockdown business of electioneering the oldsters were 
dubious of his chance of success. None more so than he. 





























The White House and members of Congress friendly to the basic ideas of ECA 
Still are finding it difficult to keep the prime purpose on top, namely, speeding 
European countries to recovery. Feeling persists on Capitol Hill that domestic 
recovery is a fundamental part of ECA: witness the McClellan Amendment to list 
commodities and amounts which must be purchased for overseas shipment, reducing the 
benefits to any country to the extent that it does not want, or cannot use, the 
specified goods. 
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Wholly apart from missing the main target, Say advocates of a genuine ECA, 
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gesture of friendship to Europe but was a method to locate a dumping ground for sur- 
pluses, stave off a depression in "capitallistic United States." 
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Appraising the Moves to Revive 
Intra-EKuropean Trade 


By V. L. HOROTH 


_—— thought has been given in 
recent weeks to the kind of progress made by West- 
ern Europe under the Marshall Plan. The occasion 
has been provided by a number of developments. 
Debate in Congress in connection with the appro- 
priation of funds to be allocated for ECA was one 
of them. A financial crisis in Great Britain requir- 
ing a substantial slash in dollar imports has been 
another. Still another, the lack of earnestness on the 
part of Western Europe in working toward eco- 


nomic unity was brought out only a few days ago by 
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Governor Thomas E. Dewey. 

It has been generally conceded that the progress 
made by the Marshall Plan countries—also called 
the OEEC countries after the Organization for Eu- 
ropean Economic Cooperation which sits in Paris 
and coordinates their economic programs—has been 
little short of remarkable. Their industrial produc- 
tion exceeds the prewar level (1938) by some 15 to 
20 per cent even if the Bizone of Germany is in- 
cluded. In fact it has been the spectacular expan- 
sion of Western Germany and Austria that has con- 
tributed so much to the upswing. Similarly, through 
the use of “counterpart funds’* Marshall aid has 
helped to arrest inflation in most of the OEBC 
countries, the notable exceptions being Greece and 
Turkey. There is no doubt that as a result of this 
progress in the direction of expanding production 
and arrested inflation, Western Europe has been 
definitely saved from communism. 

But the progress toward economic unity and mu- 
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Western European resources — has 
lagged woefully behind. As will be seen 
from the accompanying table, the vol- 
ume of trade among Western European 
countries even in 1948 was still some 30 
per cent below the 1938 level. One ex- 
planation for this lies in the low level 
of Germany’s trade with her western 
neighbors. In 1938, Germany exchanged 
products worth some $2,000 million (exports and 
imports combined) with other European countries; 
in 1948, this trade, expressed in 1938 prices, was 
but one-third as large. 

With the exception of coal, steel, machinery, and 
a few other essentials, trade in the goods that West- 
ern European countries used to exchange among 
themselves before the war is considerably below the 
1938 level. Largely because of payment difficulties 
there has been a tendency to use more and more 
home produced goods and materials, including waste 
materials, scrap and substitutes. Also, Western 
European countries have been withholding some of 
the raw materials they used to export for further 
processing at home. 


Lack of Integration 


In other words, Western Europe’s economy is 
even today—after nearly one and one-half years of 
the Marshall Plan—less tied together, less inte- 
grated than before the war. Apart from payment 
difficulties, the reason for this has been the em- 
phasis on welfare economics. The goal of most 
Western European countries is self-sufficiency and 
full employment—briefly, economic security to the 
greatest possible extent. They are trying to reduce 
their dependence upon overseas countries—which is 
understandable in view of the shortage of dollars— 
but also upon their neighbors with whom they are 
supposed to be more and more integrated into an 
economic unit. They are trying to replace by their 
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The Level of Trade in Western Europe, Eastern 
Europe and Between Western and Eastern Europe 
(In millions of dollars in 1938 prices) 

NOTE: Including Germany 1938 1947 1948 

Trade Among Western European Countries 
Actual 4,993 2,964 3,583 
Index . 100 59 72 
Trade Among Eastern European Countries 
Actual 168 259 483 
Index 100 154 288 
East-West Trade 
Actual 1,751 566 731 
Index 100 32 42 
Total Intra-European Trade 
Actual 6,912 3,789 4,797 
Index 100 55 69 
Source: U.N. (ECA Commission) Economics Survey of Europe in 1948. 




















own production the goods that Germany used to 
supply before the war. Yet for the sake of Euro- 
pean stability, German production must be built up 
in the course in the next few years to roughly the 
same position that it occupied in Western European 
economy before the war. 

With each Western European country trying to 
build itself up into a little autarchy, the result of 
the present or planned investment programs for in- 
dustrial expansion must, before long, result in too 
many textile mills, chemical plants, steel mills and 
fertilizer factories. For example, should present 
plans materialize, Western Europe will have nitro- 
gen fertilizer capacity about twice as large as before 
the war and superphosphate capacity about two and 
half times as big. This is not taking into considera- 
tion Eastern Europe which, too, is feverishly ex- 
panding its industrial capacity of all sorts. 























E.R.P. Dollar Aid and Intra-European 
Payments Scheme 
(In millions of dollars) 
Total 
Dollar 
Payment Scheme and Net 
—Dollar Aid— Drawing Rights Europe 
Total Basic Granted Received Net Aid 
France  ........... 981 971 10 333 +323 1,304 
Great Britain 1,239 919 320 30 —290 949 
Netherlands... 470 458 I 83 + 72 541 
Italy w= 555 508 47 27 — 20 535 
Germany .... 510 386 124 115 — 9 501 
Austria... §=215 212 3 67 + 64 279 
Greece ...... 145 145 Bees 67 + 67 212 
Denmark ..... 109 104 5 12 Tc 7 116 
Norway ......... 83 67 16 48 se 115 
Belgium ....... . 248 29 219 I! —208 40 
Switzerland... ...... = pie ree . one = 
OC a hee ee mtr Rarer 1 hao " 
Total ......... 4,756 3,938 818 818 + 565 4,756 
Source: BIS: 19th Annual Report. 
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Western European steel capacity by 1952 is to be 
about 30 per cent higher than before the war. The 
expansion that was planned to extend over a period 


of 8 to 10 years will be carried out in less than 4 | 
years. The OEEC has been frantically warning | 
against this capacity expansion, but partly because | 


it has too little authority, and partly because the 
expansion of certain Western European production 
was thought desirable for reasons of military secu- 
rity, its warnings have been unheeded. 


Need for Collective Solution 


What does all this add up to? Unless Western 
European countries try to solve the problem of their 
industrial capacity collectively, there is a real dan- 
ger of overproduction. ‘Unless this is done’’ the 
OEEC report states, “the vicious spiral of the pre- 
war depression will begin again.” One of the first 
to suffer probably will be the Western European 
textile industry which is already beginning to over- 
produce. How could this trend be reversed? One 
way would be to give more authority to the OEEC 
committees to decide which factories may and which 
may not be built. But again, internal political pres- 
sure—the desire to maintain full employment at all 
costs—may force individual countries to disregard 
the OEEC dicta. However, the best way out would 
unquestionably be to abandon bilateralism and re- 
turn to multilateralism as much as currency con- 
vertibility permits it, and then to loosen up Western 
European trade by injecting into it the greatest pos- 
sible dose of old fashioned competition. More com- 
petition and less Government control would auto- 
matically discourage the building of industrial ca- 
pacity where there is no need for it from the all- 
Western European point of view. This would pre- 
vent the waste of effort and materials, and in many 
cases, directly or indirectly, also the waste of the 
American taxpayer’s money. 

But all this is easier said than done. The ECA 
fought hard last month to widen competition in 
Europe to the greatest possible extent, but in the 
end had to compromise. What emerged, as will be 
seen, was an improved intra-European payment 
scheme into which a very modest element of com- 
petition was introduced. 

The old Intra-European Payment Agreement was 
first entered into last October. Its purpose was to 
remove part of the log jam that clogged the flow of 
goods among the OEEC countries. It will be recalled 
that after the war, intra-Western European trade 
was revived largely on the bilateral basis. Balances 
in excess of the agreed credit margins were usually 
paid off in gold or in dollars. As long as some gold 
and dollars were available, trade continued to flow, 
but when reserves became exhausted, the deficit 
countries, such as France or the Netherlands, could | 
buy only as much as they sold and the intra-Western | 
European exchange of goods began to shrink in 
volume. It would have shrunk even more, if it had 
not been for the previous accumulation of pound 
sterling balances on which Western European coun- 
tyies were able to draw. Although eventually even 
the sterling balances became exhausted, the use of 
sterling gave some immediate relief from the neces- 
sity of bilateral balancing. In the process sterling 
came to play more and more the role of a Western 
European clearing currency. 

As a scheme to promote the interchange of goods 
among Marshall Plan countries, the Payment Agree- 
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ment called first for the estimates of surpluses and 
deficits that the individual countries expected to 
have with each other during the nine-month period 
from October 1948 to June 1949. Once these amounts 
were established, the creditor country, in this in- 
stance for example Great Britain, agreed to grant 
a credit of $200 million (the so-called drawing 
right) to a debtor country, in this instance, to 
France. The total of credits granted by Great 
Britain amounted, as will be seen from the accom- 
panying table, to £80 million equivalent’ to $320 
million. In return, Great Britain received credits 
from her neighbors to the extent of about $30 
million. 


How It Worked 


In order to induce the creditor countries to grant 
these credits, they were linked to ECA dollar al- 
lotments. To use an actual example again, Great 
Britain was given a general allotment of $1,239 
million but out of this amount, $290 million were 
labelled as “‘conditional aid’’—a grant of dollars 
“conditional” upon Britain granting sterling cred- 
its. In principle, if a debtor country did not avail 
itself of the credit granted to it, the creditor nation 
(in this case Great Britain) was blocked from re- 
ceiving “conditional aid” in dollars. Under certain 
conditions drawing rights and the “conditional dol- 
lars” could be transferred, but the limitations were 
such that for practical purposes no transfers were 
made. The transferability limitations made it im- 
possible for France, for example, to use its £50 
million drawing rights anywhere else in Western 
Europe except in Great Britain (and, of course, the 
sterling area countries). Even if she could find 
cheaper goods elsewhere, let us say in Belgium, she 
could not use her sterling credit to buy them there. 


The New Agreement 


This inability of a country to transfer its pur- 
chases to the cheapest market available in Western 
Europe has been used as the chief argument against 
the inflexibility of the old scheme. The various 
criticisms of the old payment arrangement were 
summarized by the National Foreign Trade Council 
(A review of current developments in the British 
trade) as follows: (1) It was essentially a bilateral 
scheme. (2) It lacked flexibility. (3) It provided no 
incentive for a country receiving drawing rights 
(credits) to balance its accounts by increasing ex- 
ports and thereby make use of these rights unneces- 
sary. (4) By limiting transferability of drawing 
rights, debtor countries were in effect forced to 
place their orders in a single market regardless of 
the competitive merits of that market. 

These defects were taken into consideration in 
working a new Payment Scheme to cover the 1949- 
50 period. The American-Belgian suggestion would 
have made all drawing rights transferable at the 
debtor’s wish. To this the British were strongly 
opposed, fearing that the transfer of drawing 
rights to one country—such as Belgium which may 
demand under the present arrangements the pay- 
ment in gold or dollars if its sterling holdings ex- 
ceed a certain level—could easily lead to a drain on 
Britain’s reserves already below what is considered 
the “irreducible minimum” of $2,000 million. The 
compromise as worked out permits a debtor country 
to transfer 25 per cent of its drawing rights (cred- 


JULY 30, 1949 




































































(A) Trade Among Western European Countries 
(In millions of current dollars) 

Great Britain 1938 1947 1948 
Imports $1,020 $1,075 $1,391 
Exports. ........ 663 1,295 1,735 

| Balance . _ 357 «+220 «+344 

| Belgium 
Imports 363 799 905 
Exports .. 453 883 1,003 
Balance . + 90 
+ 84 + 98 

France 
Imports 402 631 824 
Exports . 408 712 805 

Balance Mead ae = eG + 8l — 19 

Germany 
Imports . 769 265 538 
Exports. ....... 1,075 395 737 

Balance +306 
+130 +199 

Netherlands 
Imports 411 577 835 
Exports . 367 450 646 

Weare CME reo. esa, — 44 —127 —189 | 

Switzerland 
Imports . ear teetrees = 224 531 527 
OS RAS eel Lae SOE . 181 368 394 

Balance ... . — 43 —163 — 133 

Italy 
Imports ........... ees 259 271 314 
Exports. ...... 223 394 459 

Balance ...... . — 36 Fi23 +145 

Sweden 
Imports .. eee eee ee 276 520 639 
a eee Sen ee ts ee aera 317 507 638 

Boaliter oo ee, Al — 13 — | 
(B) Trade Among Eastern European Countries 

Soviet Union 1938 1947 1948 
imGuNN 2 oo ee $192 $355 
Exports 14 173 295 

Balance -— 7 — 19 — 60 

Czechoslovakia 
Imports. ........ 72 it 286 
Exports 45 9 260 

Balance — 17 — 15 — 26 
Source: U.N. (ECA Commission) Economic Survey of Europe in 1948. 




















its granted). Similarly conditional dollar grants are 
to be transferable up to 25 per cent. Also a ceiling 
was put on the Belgian surplus with the OEKEC 
countries. 

The question is often asked to what extent the 
expansion of the trade between Western and East- 
ern Europe could serve as a safety valve, for there 
is little doubt that an enormous volume of goods 
will be pouring out of Western Europe when Ger- 
many is fully recovered, and when all the new in- 
dustrial capacity now being added to the old is 
brought into production. It will be recalled that un- 
der the Marshall Plan, some expansion of East-West 
trade is favored as one of the means of getting 
Western Europe on its (Continued on page 454) 
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Investment Audit of 


F.W. WOOLWORTH 


By STANLEY DEVLIN 


be A meet rabid criticisms of big business and 
the free enterprise system, either at home or abroad, 
the growth and operating achievements of F. W. 
Woolworth Company furnish highly valuable ammu- 
nition. This $342 million merchandising giant, 
owned by an army of more than 82,000 shareholders 
and providing jobs for a comparable number of em- 
ployees, has distributed about $9.5 billion of low- 
priced goods since the end of World War I in the 
United States, Canada and Cuba, without allowing 
for sales in England and Germany. And this accom- 
plishment stemmed from a single “5 and 10” store 
established in Pennsylvania back in 1879. 

That experiment proved successful in attracting 
trade mainly on a basis of low price, leading to the 
establishment of numerous similar stores in other 
locations, with centralized purchasing power, thus 
attributing to the founder full credit as the creator 
and leading exponent of modern chain merchandis- 
ing. By degrees, the company’s selling policies were 
modified to include goods with somewhat higher 
price tags in order to broaden the scope of opera- 
tions, until today the average price range in Wool- 
worth stores is from 5 cents to $2.88, and in ex- 
ceptional cases merchandise marked several dollars 
higher can be found. By thus enlarging the number 
of goods placed on the counters, customers may 
choose from 7,000 to 10,000 different items, all in 
the relatively low price class. 

By gradual expansion, enlargement and moderni- 
zation of its sales outlets through the decades, the 
Woolworth organization has reached more and more 
customers and entrenched its reputation. At the 
close of 1948, the company was operating stores in 
every state of the Union, or 1,789 in the United 
States, along with 147 in Canada and 8 in Cuba. 
F. W. Woolworth & Co. Limited, a subsidiary, oper- 
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ates about 756 stores in Great Britain and Ireland, 
while despite the devastation of war and political 
problems, the company’s German subsidiary now has 
44 stores again operating, mainly in the western 
zones. In the latter areas, progress towards rehabili- 
tation and modernization has been substantial and 























Comparative Balance Sheet Items | 
‘December 31, | 
1940 1948 Change | 
ASSETS —_———000 omitted -- | 
Cash ooo $ 28,074 = $ 68,611 = + $40,537! 
Govt. Bonds & Tax Savings Notes 13,825 + 13,825) 
Receivables, Net 0 cccceecseun 907 3,085 + 2,178 
Inventories _ . cw,  tSe00 84,683 + 32,783 
TOTAL CURRENT ASSETS... . 80,881 170,204 + 89,323 
Plant and Equipment, Net... 118,996 137,069 + 18,073 
ier Assets: oe BBR 35,012 — 21,509 
TOTAL ASSETS . .. $256,398 $342,285 +$85,887 
LIABILITIES 
Accounts Payable and Accruals... $ 10,638 $ 24,936 +$14,298 
Tax Reserve = eee rile 8,204 26,637 + 18,433 
TOTAL CURRENT LIABILITIES. 18,842 51,573 “- 32,731 
MN RDYMOS on eee 6,449 966 — 5,483 
Capital Stock . ede a 97,500 97,500 Baten 
Long Term Debt Pigeon 24,440 5,122 — 19,318 
Profit and Loss Surplus............ 109,117 187,124 + 78,007 
TOTAL LIABILITIES $256,398 $342,285 +$85,887 
NET WORKING CAPITAL $ 62,039 $118,631 +$56,592 
CURRENT RATIO 4.3 3.3 — 1.0 
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operations are very successful; WOOLWORTH (F W) CO. Zz ‘ 

but handicaps are severe where AC seme <n a] A RA MONT ES a : 

the company stores are struggling [| — a epee = Price Range —|—~—— 9g 

to function in Russian controlled --——-——}—_  —__ + + 4 i. pod . 

territory. ht ‘ : {—— pie — 1036 =o 
The annual enumeration of [—>— | { f f } 

Woolworth stores is by no means [> A A TREC eR Aiea NCTE: 5 { —— : 

static, for the company’s vast em- |——+ t eso lg nam os } ia 

pire has been built through vig- + Shs. Cap. Stk: 9,703,608 - $10 par}— | 
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ising areas and with equal deter- oem 


mination to close any units that 
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reasons. Last year, for example, 1 1 jet 
11 new stores were opened on this a if: = I - 
side of the Atlantic and 12 were rh — me 30 
closed. More importantly, 26 ree 3 —— Wi 
stores in 1948 were moved to new {sr —— == 2» 
locations with larger space and /———— ae t ona a 
improved facilities, while large {————"Tifovsanbs OF SHARES g SSRIS EARN 
scale improvements were made to Sane at 730 
36 other stores without change of Mien tates 0 
ieee Rae i 9 W APART EEE ® 
adaress. ual y In 1949, W ool- 1938 1939 1940 | 1941 1942 1943 1944 1945 1946 1947 1948 | 1949 
worth had 51 projects under way [o95~3.02 2.48 | 2.691 2.43 2.262.351 2.43.| 4.12 4.32.) 4.48 | pm 
with plans to increase the number [2.40 | 2.40 | 2.40 | 2.00! 1.60 | 1.60 1.60 | 1.60 | 2.10 | 2.50 | 2.50 | oly 
substantially. To service its mid- | 54.3 | 62.1. 60.7 65.5 | 77.4 | 89.7 [105.4 | 108.2 1118.8 | 118.6 |We (ap $l 








western units more efficiently, the 
company is constructing a mammoth warehouse in 
Chicago with an area of 350,000 square feet, and on 
the West Coast has moved its San Francisco ware- 
house into larger quarters with the most up-to-date 
railroad facilities and modern conveying systems. 
Those of our readers accustomed to visualize a 
Woolworth store by the old familiar red sign on a 
relatively modest ground floor location would be 
surprised to visit one of the company’s most modern 
distributing units in an important city. Entire build- 
ings of striking architectural design, air-conditioned 
and equipped with escalators and broad aisles at- 
tract customers on an increasing scale and permit 
display of an amazing variety of interesting mer- 
chandise. The largest of these stores is in Newark, 
New Jersey, and another with even finer improve- 
ments was recently opened in Philadelphia, an event 
marked with televised publicity for the first time on 
record. Brand new buildings are also under way in 
Chicago, Illinois and Houston, Texas, while in many 
other centers, Woolworth merchandising appeal has 


already been strengthened or will soon acquire the 
most up-to-date “look.” 


Heavy Capital Expenditures 


As is easy to imagine, these large scale improve- 
ments have cost a lot of money, and as time passes 
much more will be required. Outlays of Woolworth 
for modernization and expansion in the current year 
will involve at least $21 million, to be spent on 55 
stores. There is nothing more characteristic of basic 
Woolworth policies, however, than the determination 
to apply to their own operations the same “pay as 
you go” principles that for almost three quarters of 
a century have been enforced on their customers. 
Accumulated earnings rather than borrowing or 
creation of senior obligations have largely financed 
the astonishing growth of the company for a long 
time past and apparently will continue to do so. 
When some one at the last stockholder’s meeting 
asked the management (Continued on page 450) 
























































Long Term Operating and Earnings Record 
Net Amortiz. Depreci- Operating Operating » Net Net Profit Net Dividends 

Sales of|lmprov. ation Income Margin Income Margin Per Per Price 

$ Million ee $ Mill. % Share Share Range 
ge eee $623.9 $4.7 $3.4 $62.6 10.0% $43.5 7.0% $4.48 $2.50 4954-41 

Se ERLE, Ce aE oS 593.4 4.4 32 61.6 10.4 41.9 7.1 4.32 2.50 54 -43 
1946 552.4 4.3 3.1 60.7 11.0 39.9 7.2 4.12 2.10 62!/2-435, 
1945 477.1 4.5 3.1 51.9 10.8 23.6 4.9 2.43 1.60 5354-4058 
1944 . 459.8 5.1 3.1 48.7 10.8 22.8 5.0 2.35 1.60 445, -363% 
1943 . 439.0 5.0 3.1 42.9 9.8 22.0 5.0 2.26 1.60 42!/2-30!/2 
1942 423.2 5.2 %2 44.7 10.6 235 5.6 2.43 1.60 31-2114 
1941 377.1 4.7 3.1 36.7 Ge 26.1 6.9 2.69 2.00 34!/,-23!/ 

1940 .. 335.5 4.5 3.0 26.4 LA 24.1 ta 2.48 2.40 421/,-30 

Sl é 318.8 4.3 2.7 25.5 8.0 29.3 9.2 3.02 2.40 5034-36 
10-Year Average, 1938-48... $460.0 $4.7 $3.1 $46.2 93% $29.7 6.5% $3.05 $2.03 62!/2-21'!/ 
4-Year Average, 1939-42... Bee Be $363.6 $4.7 $3.0 $33.3 9.0% $25.7 7.2% $2.65 $2.10 503%-21'/2 
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1949 Midyear Re-appraisals 




















of Values, Earnings and Dividend Forecasts 
x +*.* * 


Prospects and Ratings for the Railroads, Railroad Equipment Companies, 
and Outlook for Bank Earnings 


Part II 


wile we cross the half-year mark, we find general 
economic activity heading further downward with 
relatively few strong spots remaining in the business 
picture. In the months past, readjustment has pro- 
gressed a good deal with considerable acceleration in 
recent weeks, but the process obviously is far from 





MARKET ACTION OF STOCK GROUPS 
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completed. Naturally, what will happen during the 
second half of the year is therefore a matter of con- 
siderable conjecture and concern. 


Some anticipate a further and protracted slump of 
sizeable proportions. Others feel that the bottom of 
the recession is coming into sight, that the business 
slide may come to a halt by year-end and reverse itself 
early in 1950. At this juncture, however, it would 
seem hazardous to attempt to set up any sort of a time 
table. We are still in the midst of transition and while 
there are a number of encouraging signs that for 
some industries the worst may be over, most tradi- 
tional signposts continue to point downhill with vary- 
ing force. Though in view of many cushioning factors 
there is good reason to believe that recession will 
hardly degenerate into depression, the most critical 
period is likely still ahead, with the prospect that 
things may get worse before they begin to improve. 

For business as well as the investor, the months 
ahead thus may bring further and serious tests. To 
assist our readers in arriving at sound investment 
decisions under changing conditions, The Magazine 
of Wall Street presents its 1949 Mid-Year Re-Ap- 
praisal Series with particular emphasis on the read- 
justment progress and outlook for leading industries, 
and the companies in these industries; the impact on 
them of price deflation and shrinking volume, what it 
will mean to profits and dividends, and potential 
future market action of their securities. 

The key to our ratings of investment quality and 
current earnings trends of the individual stocks—the 
last column in the tables preceding our comments— 
is as follows: A+, Top Quality; A, High Grade; B, 
Good; C+, Fair; C, Marginal. The accompanying 
numerals indicate current earnings trends thus: 
1 — Upward; 2 — Steady; 3 — Downward. For ex- 
ample, Al denotes a stock of high grade investment 
quality with an upward earnings trend. 

Stocks marked with a W in the tabulation are 
recommended for income return. Issues regarded as 
having above average appreciation potentials are 
denoted by the letter X. Purchases should of course 
be timed with the trend and investment advice pre- 
sented in the A. T. Miller market analysis in every 
issue of this publication. 
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By ROGER CARLESON 


_ as one must, 
a preponderance of adverse 
factors now present in the 
rail outlook, the far-sighted 
investor should examine his 
position with unusual em- 
phasis on the realities of the 
situation though without ig- 
noring possible indications 
that the price pendulum has 
perhaps swung too far. 

There is the fact that in 
June, rails declined for the 
third successive month, many 
to the lowest levels in about five years. The showing of 
the carrier group for that month, and indeed during 
the more recent recovery effort, was eminently poorer 

This was clearly a reflection of the further down- 
trend in revenues and profits expected in the second 
half of 1949 when labor costs will mount at a time 
of receding traffic. But combined with these direct 
influences has been the condition of the market as a 
whole, the widespread apathy toward the entire list 
of stocks. Consequently, rails have been under a 
double handicap. 

It is no: wonder, then, that representative rail 
shares, such as are included in the accompanying 
tabulation, have declined to a point where they 
yield, in a number of instances, well over 10% from 
dividends already paid, or to be paid in 1949, using 
an ordinary, conservative appraisal of company 
capabilities. 

Naturally, 1950 and beyond may tell a different 
story if unfavorable business trends should continue 
to force traffic to a still lower level, but by the same 
token the railroad industry may be able by the 
Spring of next year to show that it has completed 
its present cycle and is resisting further pressure. 

The picture, over-all, is confusing and not clearly 


= 
a 


| definable. But it is far from hopeless, and at least at 


this writing one should not take the stand, irrevoca- 
bly, that the dividends of 1949 will be unsafe in 
1950. One must stand on middle ground. 

Certainly, this is not true of Santa Fe, which may 
pay an extra in 1949, in addition to the $6 regular; 
of Great Northern, which should have no trouble 
maintaining its present $4 basis; of Kansas City 
Southern, whose dividend of $4 enjoys wide pro- 
tection; or of Louisville & Nashville, Norfolk & 


| Western, Reading, Seaboard, Texas & Pacific and 
Virginian, which should experience little difficulty 
in keeping up their 1949 distributions. And even the 
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high-yielding Southern Pacific and Southern Rail- 
way may give up little, if anything of their present 
dividends. 

No one interested in rail securities should fail to 
make a careful analysis of earnings trends. To weigh 
properly the present and future, the investor should 
begin with the understanding that any comparisons 
with 1948 are made with a very high base and this 
of itself is apt to carry with it considerable distor- 
tion, quite apart from the lack of uniformity in dif- 
ferent regions were special circumstances prevailed. 


Trend of Operating Revenues 


First of all, total operating revenues of all Class 1 
roads in 1948 ($9,671,600,000) represented an all- 
time peak, exceeding by some $235,000,000 the pre- 
vious record established in the war year of 1944. 
Also, they exceeded 1947 revenues of $8,686,600,000 
by some 11.3%. 

Operating revenues in 1941, the last pre-war year, 
were $5,346,700,000, which means that the gain in 
1948 was an impressive 80.9%. Briefly, the excel- 
lent showing last year resulted from the heavy vol- 
ume of peacetime traffic, coupled with substantial 
increases in rates, fares and charges authorized by 
the Interstate Commerce Commission. 

At the same time, while gross was climbing to its 
all-time high, wages and other operating expenses 
were doing the very same thing. Thus, total operat- 
ing expenses last year rose to $7,471,600,000. This 
was 9.9% more than in 1947 and 6.0% above the 
previous peak of $7,051,600,000 established in 1945. 
Further, operating expenses in 1948 were 103.9% 
higher than those of 1941. 

Net earnings of Class I roads in 1948, after all 
charges, came to approximately $711,000,000 com- 
pared with $498,000,000 in 1947 and $501,400,000 
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‘in 1941, carried through from net operating income 


of $1,002,400,000. The latter was noteworthy be- 
cause operating net has exceeded the billion dollar 
mark in only five years—the war period, from 1942 
through 1944, the “boom and bust” year of 1929— 
and in 1948. 

Naturally, in the forepart of 1949, Eastern roads 
made the best individual showing because the com- 
parison was with storm-depressed profits of early 
1948. On the other hand, in the West, most roads 
were handicapped in the early months of 1949 by 
the severest winter weather ever faced. In the South, 
the group change was relatively unimportant on a 
year-to-year basis, although there was considerable 
variation in individual cases. 


1949 Results To-Date 


Official statistics for the industry, as a whole, are 
available on a partly estimated and partly actual 
basis, only through May. Surprisingly enough, Class 
I gross in the first five months of 1949 was $3,633,- 
821,631, a decline of only 3.6% from the $3,768,- 
613,307 reported for the corresponding term of the 
year before. Operating expenses for this period came 
to $2,967,102,341, a falling off of 1.8% from the 
$3,022,827,278 of 1948. 

Both net operating income and net income showed 
wider changes from the previous year. Estimated 
net income for the period through May was $130,- 
000,000 as against $167,000,000 in 1948, all that re- 
mained from net railway operating income of $250,- 
774,199 and $285,928,720, respectively. 

The pattern varied according to territories. In the 
eastern district, for example, estimated net for the 
five months was $67,000,000, a gain of $15,000,000 
over the 1948 period when weather conditions seri- 
ously hampered operations and lifted maintenance. 
In the southern district, estimated net income was 
$29,000,000 compared with $36,000,000 for the like 
term of 1948, while estimated net of road in the 
western district declined from $79,000,000 in the 
initial five months of 1948 to only $34,000,000 
in 1949. reflecting the poor start this year because 
of the ravages of winter storms which all but 
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paralyzed many lines for weeks. | 

Seldom has it been more difficult to forecast rail- | 
road profits than at present. First, there is grave © 
uncertainty as to the labor situation in heavy = 
dustries, notably steel, once the truce, or “fact find- | 
ing” period ends. Regardless, steel output has been | 
declining more rapidly and continuously than an- ~ 
ticipated. . 

There remains, too, the bituminous coal industry’s | 
problems and miners have returned to the pits only 
under a curtailed schedule and without a contract. 
Steel and coal, together, always play a vital role in | 
determining railroad gross, particularly for the 
large eastern trunk line systems. 

On the other hand, the agricultural movement 
should be satisfactory, but with some shading of 
early optimistic estimates as to shipments to allow 
for the new policy of encouraging farm storage of 
grain crops. As for the export movement to ports, 
the trend is likely to be less favorable in the East 
than on the Gulf because of diminished purchases 
by Great Britain and possibly some slowing of the 
momentum of Marshall Plan shipments. 


Cost Problems 


Cost problems will be aggravated on September 1, 
1949, by mandatory institution of a forty-hour week 
with forty-eight hours pay for nearly 1,000,000 non- 
operating employees. Many estimates have been 
made as to the cost of the new work schedule, which 
was accompanied by a seven-cent hourly wage in- 
crease, retroactive to October 1, 1948. Perhaps as 
close a figure as any would be $500,000,000 on an 
annual basis. Naturally, the cost for 1949 would be 
appreciably less since it will apply only for a four 
months’ period. 

As an offset to this further rise in expenses, the 
industry has instituted many economies, together 
with increased mechanization of operations. Diesels, 
more and more, are replacing the old steam locomo- 
tive. There have been more frequent lay-offs of em- 
ployees, both operating and non-operating; facilities 
have been consolidated at terminals and way-sta- 
tions and concentration by all lines has been on 
enhanced efficiency. 

Other than this, the roads have placed their hopes 
on a further freight rate increase — an additional 
614% is still being sought—plus an upward adjust- 
ment of 1214% in basic passenger fares asked by 
the Eastern carriers. However, it is difficult to see 
how a freight rate hike, as now could be effective 
for the remaining months of 1949, would add much | 
more than $175,000,000 to gross. 


Passenger Fares 


As for higher passenger fares, these might serve 
only to divert new business to the revitalized air 
transport industry which once more is giving evi- 
dence of standing on its own feet, with probability 
of a new volume of traffic for 1949 exceeding the 
previous high of 6,307,690,000 passenger miles at- 
tained in 1947. Hence, even with higher tariffs, it is 
most improbable that passenger service on Class I 
roads can be operated profitably—something which 
was possible only in the war period. In 1948, for ex- 
ample, the passenger deficit for all systems was at 
a new peak of $559,000,000. 

Allowing for all uncertainties in the industrial 
and economic situation, (Continued on page 449) 


(See table on next page) 
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Statistical Position of Leading Railroads 
Net Per Share————__—_ Invest- 
5 Mos. Est. 1948-49 Recent Est.1949 Div. ment 
1947 1948 1949 1949 Range Price Div. Yield Rating COMMENTS 
Atchison, Topeka & S.F... $17.11 $23.33 $4.35 $15.00 1205-80 $85 $6.00 7.06% B83 pa ge. economies, largely through 
WwW diesels, will hold earnings at a level 
substantially in excess of regular $6 
ividend. 
Atlantic Coast Line... 7.28 9.32 6.31 6.50 62 -32'/, 35 4.00 11.42 B3 If the present $4 dividend is to be main- 
b; x” tained in face of a further slump in traf- 
t a? fic, strong support from ‘‘other’’ income 
Strys | : : must come via L. & N. and Clinchfield. 
; only | Baltimore & Ohio...........*def.19 72.12 * 24 *1.00 1b674- 73% 8!/ Nil C3 In view of steel industry conditions and 
tract pa a in = magna fields, 
‘ ~ — this is a risky speculation, at best. 
ole in | Canadian Pacific .............. 2.04 1.70 def.12 1.50 19 -10 12 1.25 10.42 BI Aid from increased Dominion freight 
i rates has long been delayed, but is in 
[ the sight. Has large investment income as 
oh to & Oh er ; dividend bulwark. 
esapeake io... ; 3.7 1.69 3.25 45!/4-293 30! 3.00 9. No | the investment situati f 
ment wen Wh 4 Be mer oars, but visend probebiy 
Fe PT ae Tees wi e maintained. 
ng Of | || Chic., Milw., St.P.& Pac. *49 *def.33 *{def2.54 *def2.50 1344-45, 5i Nil C3 Poor results probable in 1949, but oper- 
allow | ating economies are being stressed to 
ge of poy future earnings. Dividends out 
ir aa ae ad of the question. 
90rts, ae North Western *.66 *2.93 *tdef 10.24 * 25 233%%- 9, lA Nil Cl Nothing is likely to be available for 
E st dividend in 1950 (from 1949 earnings). 
h as | Late crop prospects satisfactory, how- 
ases ie. nee en eee _ ee ed ee = EE 
f the De laware & Hudson 11.42 13.95 a t1.24 7.00 “50l/5- 26 29 4.00 13.79 C3 Holding company profits should cone | 
inve af a rate sutticien Oo su or ivi- | 
|— - eee ee ee dend, but long term prospects are drab. 
| Erie Railroad 1.16 4.09 on 2.25 16l/o- 9", 10!/, 1.25 12.19 C3 Needs large volume of traffic to assure 
| continuance of dividends. Steel and coal 
2 Be eS Se er = ———— trends will determine policy of board. 
— wd Northern Preferred 7.28 8.91 def0.73 5.50 50%/-33'/, 35!/, 4.00 11.27 B3 Li ag — ae. well enna 
| traffi “other” i iv =| 
week quate pe OO ng aS asada divi-| 
- ee ae —— SS a _ ee es el a len | 
non- | Gulf, Mobile & Ohio *2.66 *4.92 ol AL *2.25 20%- 9'/g I! 75 6.82 C+3 Competitive influence of Illinois Central | 
b y an adverse factor, but diesel economies 
een and increased efficiency may permit 


| 
vh h ee ee small dividend. 
1¢ _ — hn ~H 
hye |Illinois Central (10.25 ——«1 4.60 4.22 8.00 42%-22/, 25 Nil B2 Has developed substantial earning 
e il- | power which will continue an important 
market influence. 


0S as - ar 2 
7 oa City Southern 9.75 15.51 5.50 9.50 481/4-34//, 39 = 4.00 (10.25 ~~ BZ Remains fairly attractive, predicated on 


the potential satisfactory coverage or 
































| 
man || 
ld be | the $1 dividend. 
four | Lehigh Valley .... ae it *LAG *tdef.02 * 50 81/4- 35 4 Nil ; C2 Completion of debt adjustment pro- 
I | gram may work to the advantage of| 
var highly speculative issue over the 
noe F ae ees a onger term. 
, the Lovie & Nashville 5.68 7.91 2.00 4.50 50 -31% 33 3.52 10.67 B2 Current low market level has largely 
ather | W discounted indicated earnings decline. 
; Present $3.52 annual dividend appears 
2Sels, : ~ = secure. 
omo- | Minn. SSE Louise n 3.25 3.69 .67 2.50 16 -Il 1A 1.00 8.69 C+3 All funded debt has been eliminated. 
: Lower man should not impair regular 
em- | - dividend. 
lities New York Central............... 36 2.28 44 1.25 18'/o- 91/4 10!/2 50 4.76 B2 Would benefit importantly from further 
st. freight rate increase, but earnings un- 
~Sta- — may prevent a second 1949 
n on - dividen 
N.Y., Chicago & St. Louis 17.83 39.09 13.40 25.00 92 -39 66 Nil ua €7+2 Impending stock recapitalization and 
| substantial earnings will remain chief 


factors in situation. 














orfolk & Western............ 6.12 6.75 2.14 5.00 627/,-493 50 4 Will lose traffic through coal stop- 
ional WwW Ye I - on ” pages, but $0.75 poscho Liha 
just- Extras may continue as an investment 
whe factor. 
d by Northern Pacific ou... 5.40 4.97 def! .63 2.75 275-112 —'124/2_—«1.50 12.00 += B3_—s- Pronounced downtrend in earnings will 
» see make for dividend conservatism this 
; year. 
etive Pennsylvania oe 55 2.61 .30 1.50 229-14!/, 15 1.00 6.67 B3 Seriously affected by business recession 
nuch and rise in operating costs. Dividends 
Readi may total $1. 
eading ............ Bi estestol 3.87 5.44 1.17 2.75 2754-173 19 A Has b ble to hold it despit 
x die 2.00 Voss C+2 fier beencbie, Biusnd tall ee 
earned and paid. 





St. Louis-San Francisco... *2.25 *3.46 *16 9 *1.75 16!- 7%. 9%. 1.00 10.52 (3 Traffic losses, mounting costs are offset- 
ting higher rates and use of diesels. 


Future dividends doubtful. 





























erve | d ——. es 
air Seaboard Air Line... 2.22 6.59 2.23 3.50 262-13, 14/2 «1.00 6.89 C+ 3 Substantial losses in passenger business 
evi- foes A Hien bow ese gaa 
ility Southern Pacific ................ 8.84 10.27 1.62 6.75 623%%-32'/2 36 5.00 13.89  B3 Strength of financial position could per- 
the pindfng sow arom Th lh a nerandh wig 
: at- — Railway ......... 6.85 12.52 1.63 6.50 50!/44-25!/, 28 4.00 14.29 B3 re — be sharply lower » nary but 
it is pag lg $1 quarterly dividend over 
ss I —_ GNOCHICN 11.02 15.05 3.65 8.75 6534-36 40 4.00 10.00  B3 Revenues reflecting loss of special oil 
hich tor $1 aomtetly Gutdeck G aiieuan 
- eX- — CHT eee 11.35 14.24 1.65 9.50 96 -73'4, 78 5.00 6.41 A3 pea rey: ber ogee especially from 
s at pon Bo of pa vse pleatied ‘SS dividend. 
Virginian Railway .......... 4.48 4.31 1.59 3.50 3812-271, 28! 2.50 8.77 B3 Bituminous work stoppages may curtail 
; revenues, but this conservatively-man- 
trial aged road should maintain present $2.50 

149) *—Available per share. t—4 months annval dividend, 
t{—After contingent interest only. a—Railroad company only 
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Rail Equipments 


Face Rapid Shrinkage 
... Of Backlogs 


By GEORGE W. MATHIS 


6é 

Bear” seems to be an appropriate term in 
appraising the outlook for builders of railway roll- 
ing stock, with producers of freight cars experienc- 
ing a near vacuum in new orders. Unfilled orders 
carried over from last year have sustained produc- 
tion by a number of concerns in the first half year, 
but the steady evaporation of backlogs is approach- 
ing a climax that may result in widespread plant 
shutdowns unless a reversal sets in. Manufacturers 
of diesel-electric locomotives or passenger cars are 
somewhat more fortunately situated, for their slower 
rate of output may keep them busy for quite a 
long period. 

All difficulties in this segment of the economy stem 
from sudden virtual withdrawal of the railroads 
from the equipment markets early in the current 
year, a step which they have traditionally taken in 


the past at the first signs of a business recession. 


In such periods when rail traffic ebbs severely, 
fewer cars are needed to carry freight and the 
railroad managements find they can coast along 
comfortably with what service- 
able cars are at their disposal. 
Additionally, the prospect of 
lower steel costs stimulates cau- 
tion in placing forward orders, 
while under the influence of 
heightened competition more fa- 
vorable terms from the car man- 
ufacturers may be anticipated. 
The present period contrasts 
strongly with conditions hardly 
a year ago, when scarcities of 
steel left freight car manufac- 
turers hopelessly struggling to 
achieve a monthly production é y 
quota of 10,000 units and when ——_——_—— 
backlog orders soared to more 
than 125,000 cars. Only in occa- 
sional months last year was the 
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output goal reached, though easing steel supplies en- 
abled the industry to turn’ out a record of about 
11,000 new units in March. Since then deliveries 
have tapered off significantly, production in May 
falling to 9,525 cars and in June to 9,121; in the 
latter month, car builders accounted for only 5,805 
with railroad shops delivering 3,316. 

Since last January, new orders have been merely 
dribbling in, totaling only 589 in May, for example: 
Orders for only 2,985 freight cars, 69 diesel locomo- 
tives and 13 steam units were booked in the entire 
first quarter and for the first five months, freight 
car orders rose only nominally. Now that weekly car 
loadings are hardly more than 660,000 compared 
with above 900,000 at the peak of the recent boom, 
and after allowing for retirements, and with the 
railroads having more than 15,000 more cars on the 
tracks than at the start of 1949, it can be readily 
seen why new orders have slackened. Net earnings 
of the larger car builders, mainly G@erived from al- 
most complete reliance on backlog orders, should be 
fairly satisfactory for the first half year, but there- 
after a substantial downtrend should begin to get 
under way, with final quarter profits results possi- 
bly a dismal stage. 

According to the American Railway Car Institute, 
backlog orders for freight cars on July 1 totaled 
42,813 units compared with 122,181 as of July 1, 
1948. On the recent date, railroad shops were build- 
ing 20,534 of the cars themselves, leaving only 

22,279 for the combined carbuilders to work 
upon before running out of orders, or the equiva- 
lent of not much more than two months’ pro- 
duction. But since backlogs vary 
among the various concerns, 
some will have to curtail opera- 
tions sooner than others, unless 

the unexpected happens and sub- 
stantial new orders begin to flow 

in. One factor that may influ- 

) ence the railroads to apportion 
yf a somewhat larger share of or- 
ders to independent car builders 

is that their own operating costs 
have risen as a result of a 7 
cents per hour wage boost to 
non-operating employees, retro- 


Nay active to October 1, 1948. But 
a even if they do, it could hardly 
represent more than a token ad- | 
= vantage, unless over-all orders | 
SS were substantially expanded. 
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Percentagewise, the amount of carbuilding by the 
railroad shops has risen significantly. In normal 
times the independents have counted on 80% of the 
total business but currently they are getting only 
about 60%. 

While the larger concerns have somewhat more 
satisfactory backlogs than a dozen or more smaller 
competitors, some have already begun to curtail 
operations in order to string out work as long as 
possible. Pressed Steel Car, for one, has closed one 
plant for a month or more and plans to shut down 
another in August. In other instances, schedules 
have been cut to 50% of capacity. Efforts to land 
orders for repair work have been met with partial 
success by a few companies and this may serve to 
prolong their activities. 

Discouraging as the near term outlook for freight 
car builders is, it is possible of course that this 
“feast or famine” industry will experience smoother 
going after a rather brief depressed period. For 


many months past there has been talk of a Federal 
program to stockpile a huge number of new freight 
cars as a measure of national defense and to relieve 
the railroads of the tremendous expense. If the 
freight car manufacturers become seriousiy de- 
pressed, as now seems likely, this proposal may re- 
ceive favorable response from Congress when it re- 
convenes, though no immediate action will be pos- 
sible. Another factor that may be significant is the 
sizable number of large equipment bond issues now 
being placed on the market by many railroads. The 
low rate at which these issues can be sold is a strong 
inducement to railroad borrowers, but it is hard to 
say whether the proceeds of recent loans will be 
utilized to pay for diesel locomotives, passenger 
cars or for freight units. The soudest base for pre- 
dicting an upturn in orders for freight cars before 
too long is the stark fact that more than 7,000 old 
ones are currently junked every month. 

Pullman, Inc., the (Continued on page 453) 
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Amer. Brake Shoe $120.2 4.3% $4.42 $29.9 49% $1.28 





Promising outlook for replacement 
demand suggests that total 1949 
dividends may equal $2.50 paid last 
year. 


$4.75 $31 4354-30 —B2 





Amer. Car & Foundry 131.4a 3.1 3.47a 954b 3.8 


4.32b 





Current year earnings may support 
quarterly dividends at current 75 
cents a share rate but further con- 
tinuity uncertain. 


485a0 25 49!/g-21 €+3 





Amer. Locomotive . 143.9 





35 cents quarters dividends seem 
rather high in view of limited cov- 
erage and possibly lower earnings. 


2.50 13 26%4-129%4 C+2 





Baldwin Locomotive.. 126.4 31.4 2.9 XY) 





Budd Co... 219.6 56 


67.4 





General Amer. Trans. 97.5 352 








General Rwy. Signal 14.5 3.0 





Lima-Hamilton 14.0 





New York Air Brake. 18.6 5. W200 
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| Poor & oe... ‘“a‘“ 1 6 1.10 
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| Pressed Steel Car... 57.6 def2.36 15.3 





/Pullman ........... 285.9 
| 








| Symington-Gould 15.5 





|Union Tank Car.......... 18.9 21.5 3.77 


— ee a ee ee __ 
| Westinghouse Air Br. 89.9 17.6 5.00 23.9 15.8 


| 
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Cessation of dividends from Mid- 
vale Steel may somewhat restrict 
earnings but 25 cents quarterly may 
continue to be paid in near term. 


BI Production of stainless steel passen- 
ger cars not profitable but large 
output of automotive items more 
than an offset. Dividends seem se- 

= ___scure. ay 

V5. C+2 75 cents quarterly dividend amply 
$3 a a2 + protected by earnings and stability 
ae eS indicated. sore. 

29 =-1 5! B Moderate decline in earnings antici- 
/4 3 pated but no threat to conservative 
25 cents quarterly dividend. 


Sh- 65 Combined demand from abroad 
13% 6% B3 and from coal carrying railroads 
for steam locomotives diminishing 
and earnings may recede but con- 
servative 15 cents quarterly divi- 
dend probably safe. ‘ - 
B3 Current earnings assure stability of 
50 cents quarterly dividend but me- 
dium term uncertainties cloud later | 
prospects. | 


C+3 Slightly smaller earnings likely in| 
1949 but 25 cents quarterly dividends 
seem safe and year-end extra pos- 
sible. 


C+3 First quarter results in the black 
after previous heavy deficits, but 
no dividends in sight for common 
stock. 

50 cents quarterly dividend easily 

assured by current earnings and 

strong cash resources. 

Strengthened cash position may 

continue payment of 50 cents a 

share in 1949, though earnings may 

not fully cover. Outiook uncertain. 


417-31 B2 Net earnings may not fully match 
1948 but dividends at the 65 cents 
quarterly rate unlikely to change. 
Downtrend in earnings expected but 
last year’s net of $5 per share pro- 
vides an ample cushion for dip. 50 
cents quarterly dividend secure and 
extra may be paid later. 
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Lower earnings indicated for cur- 
rent year but 25 cents quarterly divi- 
dend well covered. 
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b—Six months ended October 31, 1948. 
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BANK 


By J. S. WILLIAMS 


be inherent stability of the banking 
business was amply demonstrated in the first half 
year. Net earnings of the leading institutions varied 
little compared with a year earlier, some advancing 
rather slightly while occasional declines were mod- 
erate. Dividends continued to represent a modest 
share of net and, despite some significant operating 
trends, seem pretty certain to remain unchanged 
throughout 1949. 

Considering that member banks in New York City 
have recently reported a decline in business loans 
for the nineteenth consecutive week, with the total 
reduced to around $4.6 billion, lowest since Septem- 
ber 17, 1947, it is interesting to note how well in- 
come from other sources has helped to stabilize over- 
all earnings. As a result of widespread inventory 
liquidation since the first of the year, borrowers in 
many sectors of the economy have been able to re- 
tire bank indebtedness at a rapid and accelerated 
pace, though this may soon slow up and perhaps 
reverse because of seasonal influences. Business 
firms in every category thus far in the current year 
have paid off about $2 billion of debt to banks on a 
country-wide scale, thus reducing institutional earn- 
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were rather slow in accumulating invest- 


decline in loans, a factor that has aided in 
stabilizing operating earnings. 
from business loans ordinarily is at a 
higher rate than from investments, so that 
the latter require heavier acquisitions to 
provide an adequate offset. The action of 
the Federal Reserve Board on May 4 in 
lowering reserve requirements of central 
reserve banks to 24% from 26% and 
those of other member banks by 1% re- 
leased a substantial amount of funds for 
investment, and now that the FRB has 
openly abandoned its market pegging poli- 
cies for Government bonds, the banks 
have been substantially increasing their 
holdings. 

But while earnings of the New York 
banks in the first half closely equalled the 
6% on capital funds reported for full 1948, 
it is quite possible that the return may 
diminish moderately from now on, and 
perhaps for some time to come. Aside from 
a probable temporary uptrend in commer- 
cial loans this fall, there is little in the 
medium term outlook that promises to 
stimulate borrowing by business concerns. 
To the contrary, the virtual assurance of 
a reduced price level will diminish work- 
ing capital needs and may lead to the con- 
tinued prepayment of bank obligations 
after a brief pause. Also, the firmly estab- 
lished easy money policies of the Treasury 
will tend to bring lower rates on business 
paper at a time when yields on all securi- 
ties with a fixed rate seem likely to 
diminish. 

As matters now look, the Treasury De- 
partment views with favor the current up- 
trend in prices for government securities, 
as it should enable Washington to accomplish re- 
newals of bills at perhaps as low as 1%, and to do 
some sizable deficit financing on unexpectedly favor- 
able terms. It seems very doubtful, therefore, that 
the banks can find an outlet for their investable 
funds profitable enough to offset completely their 
lower income from business loans, unless they fol- 
low the example of the big insurance companies and 
accept much longer maturities than formerly. It is 
easy to see that earnings potentials hinge largely on 
how big a deficit the Government will have to 
finance, as well as on the speed and extent of indus- 
trial recovery or stabilization. 
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Further Rise In Deposits 


Regardless of what rates may be obtainable on 
either loans or investments, the large New York 
banks are likely to experience a rise in deposits that 
can be put to work. In the first week of July, de- 
mand deposits of the local banks were swelled by 
$379 million from banks in outside centers unable 
to utilize cash released by the more liberal reserve 
requirements. Deposits from this source are likely 
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ings assets and income derived from this 
Until the end of the first quarter, banks ; 
ments as a means of employing the mount- | 
ing volume of funds thus made available. | 
Since then, however, they have added to ~ 
their investment holdings faster than the | 
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to expand further as time passes, as are also those 
from many industrial concerns as a result of in- 
ventory liquidations. Any deficit financing by the 
Government of course will tend to increase the earn- 
ing assets of the banks. To some extent, accordingly. 


© they will benefit from these combined influences. 


Another constructive factor in the picture is that 
most of the large banks last year not only lifted 
their service charges and fees on special accounts 
but also were successful in achieving many operat- 
ing economies. Departmental reorganizations and 
installation of modern cost-saving equipment con- 
tributed to reduced operating expenses. Income taxes 
of all member banks in 1948 were lowered to the 
extent of about $23 million by the Internal Revenue 
ruling on reserves. The banks should continue to 
benefit as regards earnings in 1949 from all of these 
advantages. And now that the trend of most bond 
prices is upward, some substantial capital gains may 
be realized to bolster final “indicated” earnings, or 
net profits after all adjustments. 

To show how confidently investors in the leading 
banks may be assured of dividend stability in the 
current year, it is only necessary to examine the re- 
lationship of distributions last year to net earnings. 
Net operating income of member banks (after 
taxes) rose to a new peak of $799 million, but a 
newly established item allowing for “net additions 
to valuation reserves” reduced net indicated earn- 
ings to $621 million. Payment of $294 million in 
dividends by the group represented only 47% of 
available net, thus providing a highly dependable 
cushion against slightly lower earnings which may 
be in store. Chances are slim that the current year 
will bring increased dividend liberality by the ma- 
jority of banks, but assurance seems equally war- 
ranted that few if any cuts will be made. Mean- 
while, the book value of bank shares and the basic 
strength of the respective institutions is being 
steadily enhanced. 

We append a statistical table showing book values, 


deposits, total assets, relative portions of total assets 
represented by U. S. securities or loans and dis- 
counts, together with earnings and dividends of 
seventeen large banks in New York City and other 
leading centers. The relatively riskless status of 
these banks is well shown by the fact that only 
28.8% of their total resources is represented by 
loans, compared with 36.3% invested in Government 
securities, though the percentages vary considerably 
with individual institutions. At one extreme is the 
Corn Exchange Bank and Trust Company with cash 
on hand and due from banks of about $220 million, 
U. S. Government securities of $466 million, and 
with loans and discounts of only $69.9 million. In 
other words, 60% of the total resources of this bank 
were represented by Government securities and 
8.8% by loans and discounts. At the other extreme 
we find the largest bank in the United States, Bank 
of America N. T. & S. A. (California) with 48.4% 
of total assets in loans and discounts against 26.8% 
in Government securities. Accounting for the varia- 
tion between these two sound banks is the difference 
in the character of their clientele and in procedural 
policies. 


National City Bank of New York 

Total deposits of the National City Bank of New 
York as of June 30, 1949, amounted to $4.57 billion, 
giving it second rank in the over-all roster. Total 
resources of the bank were about $50 million smaller 
than a year earlier, and holdings of Government 
obligations were about $67 million lower. Loans and 
discounts of $1.36 billion were lower by $26 million 
than at the end of last March, in reflection of dimin- 
ished business borrowings. Excluding earnings of 
City Bank Farmers Trust Company, net of National 
City Bank for the first half year was reported as 
$1.53 per share, almost equa! to total dividends of 
$1.60 per share paid during all of 1948. The diver- 
sified operations of this (Continued on page 450) 
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Statistical Data on Leading Bank Stocks 
Total 
Assets % of Total Assets Net Per Share* 
Book Value Per Share Deposits—$ Mill.  ($ Mill.) U.S. Govt. Loans & IstHalf Div. Recent Div. 
6/30/49 12/31/48 6/30/49 12/31/48 6/30/49 _ Securities — Discounts _ 1948 1949 1948 Price Yield 
Bank of Am.N.T. &S.A.. $29.04  $27.30b $5,408 $5,639 $5,845 26.8% 48.4% $4.99 b $3.04  $2.08b $40 5.2% 
Bank of Manhattan 31.24 33.31 1062 1,181 = s,170ss 285 37.32.65 100 1.20235. 
Bankers Trust 55.30 54.96 =1416 1325621 33.5 35.2—308siSZBO 4G 
Central Hanover 125.33 124.33 1350 1401 1495 39.0 282 686 3.000 400 88 45 
Chase National 44.73 44.29 «4,284 = 4,237, 4,677 37.0295 S257 Sid OKT 
Chemical Bank & Trust. 44.86 44.29 1366 1,435 1517 308 320 289 (142 180 40 45 
Continental Illinois 95.77 93.92 1988 2,160 2,189,528) (iH 400 77 52 
Corn Exchange, N.Y... 61.13 60.05 740 772 789 60.0 8.8 4.93 248a 280 52 54 
First National of Boston. 44.52 43.86 1419 1,371 1,563 34.5 29.5 3.94 1660 2.25 47 48 
| First National of Chicago 203.41 191.91 2,005 ~—s2,078 ~—Ss.2,274 Ss 38.5 31.2 12.23 8.00 1804.4 
First National of N. Y..1,413.26 1,415.87 585 523. =s732—~St*—é«‘iDsCsidL2Si«3«~—3'73B@ 80.00 1180 =. 
Guaranty Trust... 370.30 366.89 2,391 ~~ 2,330 2,832 37.8 375 18.06 884 12.00 270 45 
Irving Trust... 23.48 23.29 1,075 L113 1206375388 (ti HS 
Manufacturers Trust... 60.38 62.82 ——.2,234 += -2,223S«2,407Ss«41.0~—S—t«4« (476 233 240 48 5.0. 
National City of N.Y.(c) 47.51 46.99 4579 4,643 4,945,348) 27.5 3.37c =i S314 
New York Trust. 110.92 109.83 593 642,——“‘éTSC(i«;‘é“‘ «a OO 363) OO 80D 400-—iB 
Philadelphia National. 86.17 85.30 643 657 = 9709 «=640.4idBSS 672... = 5.003 
*—Net operating earnings only. b—Adjusted. 
a—Net indicated earnings. c—Excluding City Bank Farmers Trust. 
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amounted to about 7.4% up to technical one, since it does not Industrial Loan, Colgate-Palm- | cance 
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of the average summer rally over _ lar level in the averages. It is the Brewing, Federated Department _ poor! 
the 52 years 1897-1948. which test of how the market stands up Stores, Industrial Rayon, Kroger _ being 
amounted to 16.4%. Of course, Under something like the worst Grocery, Merck, National Tea, | little 
the move might go somewhat fur. impact of business recession and Penick & Ford, J. C. Penney, | utilit 
ther; but it is not a good bet, in ower earnings. Statistically, the Philip Morris, Procter & Gamble, only 
this column’s view, that there are Worst might come in the forepart Vick Chemical and Woolworth. | level 
more than a very few points left °f 1950. Psychologically, it might Despite a few exceptions, new | ment 
f in it. In years when economic possibly be seen in the fourth highs on this rally have been seen nin 
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plectivity 


Groups which have advanced 
pnsiderably more from their 
049 lows than has the general 
narket include: brewers, utility 
olding companies, leather, gold 
hining, air transport, rayon, 
paps and vegetable oils, dairy 
roducts, food chains, tobacco 
roducts, distillers, coppers, paper 
nd finance companies. This is a 
gurious mixture of strong, fair 
tnd weak industry situations. 
Some of the most laggard groups 
"ag on the rally have been chemicals, 
O@ pperating utilities, aircraft, sugar, 
jail equipment, rails, meat pack- 
ing, tires and rubber goods, and 
yank stocks. This list also runs 
‘the gamut, including a favored 
‘vrowth industry (chemicals) and 
‘one of the soundest fields for in- 
vestment (operating utilities) 
along with presently such un- 
promising lines as railroads, sugar 
i\bbott | and meat packing. Group varia- 
Yana- tions on a rally usually have 
eficial | ;ather limited prophetic signifi- 
Palm- cance. Some of those up most in 
staff percentage on this move will fare 





























ket will continue to alternate be- 
| tween moods of hope and fear; 

but it is this column’s notion that 

our concept of a “normal” price- 

earnings ratio must be materially 

lower than it was before the war 

—and that of a “normal” yield 
| materially higher—as long as the 
— | imponderables cited are un- 
changed. 


Ment poorly on the next decline, leather 
roger | being a likely candidate. Some up 
Tea, | little from the June low — like 
nney, | utilities, for which it was a low 
mble, | only moderately under best 1949 
orth. | levels—will get excellent invest- 
new | ment support on future sell-offs. 
seen 
ality Imponderables 
lines | On an average, price-earnings 
dded | ratios are extremely low. Current 
nade | yields, averaging around 7% on 
e of | industrial stocks, are in a depres- 
Ex- sion range; and are very close to 
hem | what they were at the 1942 bear- 
not | market low when they are ex- 
‘Om- | pressed as a ratio of high-grade 
*, It | bond yields. Since it is generally 
10re | believed that the recession will be 
hen relatively moderate, taking no 
hen | great toll of dividends, there must 
| be some other considerations in- 
| volved. They are the impondera- 
—_— bles, the things you cannot meas- 
| ure in any statistics. They are the 
“Fair Deal,” the thus far unbeat- 
‘ able alliance of politicians, labor 
, unions and farm groups, and the 
grave basic uncertainties in inter- 
national relations. The stock mar- 
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Expectations 


Great bull markets, like those 
of 1923-1929, 1932-1937 and 1942- 
1946 might have to be regarded 
as exceptions. Certainly it is hard 
to see how a minor depression and 
a presumably minor bear market 
can lay the basis for a rise at all 
comparable to any of the three 
cited, so long as the basic domes- 
tic political situation and the basic 
foreign situation are what they 
are. Without attempting a futile 
guess as to the future range of 
the market, suffice it to say that 
it should not be surprising if the 
next bull market tops out with 
average stock yields in the vicini- 
ty of 414% to 59%, instead of 
around 314% as at the 1946 top. 
Well, if huge profits are unlikely 
when the time comes to buy 
stocks, moderate profits are not to 
be sneered at. “Little” bull and 
bear markets are not at all un- 
precedented. There is some reason 
for thinking we might be in for 
a series of them. Certainly it 
should be tentatively allowed for 
in investment calculations. 


Earnings 


Total corporate earnings this 
year are bound to be down con- 
siderably from those of 1948; but, 
whatever the general trend in any 
given year, there are always a 
sizable number of exceptions to 
it. A partial list,of industrial com- 
panies for which gains in 1949 
earnings are reasonably probable 
would include Abbott Labora- 
tories, Admiral Corp., American 
Airlines, American Home: Prod- 
ucts, Caterpillar Tractor, Corn 
Products, Ex-Cell-O, Falstaff 
Brewing, General Motors, Helme, 
Kroger, Owens-Illinois Glass and 
U. S. Tobacco. Most finance com- 
panies, electric utilities and natu- 
ral gas companies will, of course, 
have higher earnings. That does 


not necessarily make these stocks 
good buys, but it is certainly a 
supporting factor which should 
make for  better-than-average 
market behavior. 


Unique 


Air Reduction is a company of 
some importance, and in the past 
the stock was held in good regard. 
So far as this column knows, it is 
the only “old line” stock now sell- 
ing under both its 1938 and 1942 
bear-market lows, which were 40 
and 2914, respectively. It is now 
around 23. The low for the year 
of 185g was the lowest price since 
1933, when it sold at 1534. The 
1932 low was 1014. That sort of 
long-term performance reflects 
changes in the character of the 
business, and abandonment of the 
stock by big holders. Some come- 
back is quite possible, but the 
stock cannot be said to be cheap 
either on indicated earning power 
or yield of about 4.4%. Tedious 
checking through the list no 
doubt would show a few other 
stocks also selling under their 
1942 lows, but mostly in the case 
of less prominent companies. 


Abbott 


Abbott Laboratories, one of the 
leading makers of ethical drugs, 
has been one of the outstanding 
“growth situations” of the last 
generation. As a result of three 
splits, the last one in April of this 
year, one 1929 share has now be- 
come 12 shares. Adjusted for 
these changes, the highest market 
price in 1929 was 43%. The stock 
currently sells at 4114. Assuming 
a $1.50 dividend rate, the current 
yield is less than 3.6% ; but to the 
stockholder who bought at the top 
1929 price and sat with it, the 
yield is over 34% a year. The ap- 
preciation from 1929 high is over 
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| DECLINES SHOWN IN RECENT EARNINGS REPORTS 


850%. Probably there is further 
(Please turn to page 452) 
1949 1948 | 
June 30 quar. $ .41 $1.27 | 
PAarch 31 quar. aaa 51 
May 31 quar. .60 1.03 | 
6 mos. May 31 1.32 2.04 | 
6 mos. June 30 1.65 2.52 | 
June 30 quar. 1.53 1.98 | 
June 30 quar. 36 69 | 
June 30 quar. 82 2.03 
Year April 30 4.29 5.28 
May 28 quar. 42 6.29 
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The Personal Service Department of THE MAGAZINE OF WALL STREET 
will answer by mail or telegram, a reasonable number of inquiries on 
any listed securities in which you may be interested or on the standing 
and reliability of your broker. This service in conjunction with your 
subscription should represent thousands of dollars in value to you. It is 
subject only to the following conditions: 


addressed envelope. 


bh od-= 


envelope. 


. Give all necessary facts, but be brief. 
Confine your requests to three listed securities at reasonable intervals. 
No inquiry will be answered which does not enclose stamped, self- 


- No inquiry will be answered which is mailed in our postpaid reply 


5. Special rates upon request for those requiring additional service. 





Eastman Kodak Company 


I own 50 shares of Eastman Kodak 
Company stock and would like to know 
your opinion of this issue as a long term 
holding. I am not interested in day to day 
market fluctuations. 

W. C., San Francisco, Cal. 

Eastman Kodak Company con- 
solidated sales for the quarter 
ended March 31, 1949, amounted 
to $95,517,504 and net income to 
$11,728,892, equal to 89c per com- 
mon share. This compares with 
first quarter 1948 sales of $92,- 
011,298, and net income of $12,- 
903,244 or $1.03 per common 
share. 

Sales for the fiscal year ended 
December 31, 1948, totaled $435,- 
395,626. This was an increase of 
about 24% over the preceding 
year. Net profit for 1948 was 
$55,494,425, or about 28% over 
1947, and equivalent to $4.45 per 
common share. 

Common stock cash dividends 
declared in 1948 totaled $1.60 a 
share. A_ one-for-twenty stock 
dividend also was declared for 
holders of common shares. Two 
dividend disbursements of 40c a 
share each have been declared in 
the first half of 1949. 

Eastman Kodak is the largest 
manufacturer of cameras and re- 
lated supplies. Operations have 
expanded greatly in recent years 
to include manufacture of acetate 
yarn and fibre, dyes and thermo- 
plastic molding materials. A sub- 
sidiary, Tennessee Eastman Cor- 
poration, produces the latter prod- 
ucts in a huge plant in Kings- 
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port, Tennessee. 

Through this important diver- 
sification, the growth potentials of 
the parent corporation have been 
greatly enhanced, although the 
long range expansion of its photo- 
graphic business alone seems to 
have very large possibilities. 

Eastman has plants in England, 
France, Canada and Australia and 
other foreign countries. Produc- 
tion of all films was ahead in 
1948 over the previous year by a 
good margin. Much of this in- 
crease was in color film. The de- 
mand for amateur motion picture 
film was also substantial. East- 
man’s output of all cameras and 
projectors was considerably above 
the prior year. Shipments of 
other types of apparatus also in- 
creased and this included optical 
goods, accessories and miscella- 
neous equipment. 

As the long term outlook for 
the company continues favorable, 
the shares of this “blue chip” 
merit retention. 


Timken Detroit Axle 


I understand that Timken Detroit 
Azle is one of the suppliers of products 
for Ford Motor Company and as the 
latter company was affected by a strike, 
would be interested in knowing how Tim- 
ken’s earnings were affected. 

A.N., Champaign, Illinois 

Timken Detroit Axle Company’s 
fiscal year ended June 30, and as 
the final quarter sales were re- 
duced by the Ford strike, earnings 
for the entire fiscal year are esti- 
mated at a little under $3.00 a 
share compared with $3.53 in the 





preceding fiscal year ended Juggts, Pe 
30, 1948. yon al 
Net income for the nine montig Ear™! 
ended March 31, 1949 was $4,643 
673 or $2.14 a share compar 
with $6,174,565 or $2.84 per sh 
in the similar period of the prgl°-.® 
ceding fiscal year. This 
Timken operations were also aigales__¢ 
versely affected early in the pre ith $1 
ent fiscal year when the C.[(mon sh 
United Auto Workers’ | strike 12,188 
closed its plants in Detroit, Osithe Pre 
kosh, Wisconsin, and Jacksojgnded ; 
Michigan, during most of last Julj¥4S 3 
and part of August. This resultegiare- 
in earnings of only 48c per shan 1,08 : 
for the September 30 quartea year 
compared with $1.10 in the prq In | 
ceding year. 
Improvement occurred in th 
December quarter, but the declin}/ 
ing production of trucks aftejs 
January held sales and earning} 
under the 1948 fiscal year rate i will b 
the March quarter. Fo1 
The company manufacture vemb 
axles and brakes for commercial $3.22 
vehicles but not for passengel sales 
cars. pares 
A favorable aspect since the be} comm 
ginning of this calendar year hay $20,1 
been the improving business off Be 
the Timken Silent Automati end‘ 
Division. Now furnishing gas ani| 30, _ 
coal furnaces as well as its oldj $27; 
line of oil burning heating plants, and 
this division’s sales are reported of 
to have been very much better 
this year than in the first half of 
last year. The new Federal Hous- 
ing Bill enhances the outlook for 
coming months. sha 
Timken’s new trailer-axle plant} 804 
in Kenton, Ohio, has been in pro-} Ut 
duction since March 1, with Frue- I 
hauf Trailer Company its princi-} °F 
pal outlet. tot 
Dividends in 1948 amounted to|_ ‘ 
$2.00 per share and $1.00 was paid} Pe! 
in the first half of 1949. 


Hooker Electrochemical Company ] 


Please furnish information as to prod- | det 
ucts and industries served by Hooker \ ew 
Electrochemical Company, and recent 
earnings. G.F., Tacoma, Washington 


Hooker Electrochemical Com- | of 
pany, listed on the New York} F 
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bck Exchange, is basically a 
ker of chlorine gas and caustic 
a, produced by running an 
ctric current through brine in 
ispecial type of cell, but the com- 
ny has greatly diversified its 
siness in recent years and ex- 
nded into many new products 
ich are raw materials for pro- 
ction or processing of dyes, 
ugs, insecticides, food, lubri- 
nts, leather, metallurgical prod- 
ts, petroleum, pulp and paper, 
yon and plastics, etc. 
|, Earnings for the six months 
‘ded on May 31, 1949, showed 
net income of $1,285,000 after 
es and other charges, equal to 
" the pygl.82 a common share. 
This income, realized on net 

"e also ajgales of $11,028,600, compares 
the pregpith $1,560,000, or $1.80 a com- 
he C [mon share, earned on net sales of 
 gtrikeg12,1383,200 in the same period of 
oit, Osithe previous year. For the quarter 
Jackgojended with last May, net income 
last Jyjwas $589,100, or 59c a common 
resultaghare, compared with $883,800 or 
1.03 a share for the May quarter 
tpn Year ago. 
the pr¢ In the last quarter the com- 
pany prepaid $600,000 on its un- 
in thgsecured notes payable and as of 
> declinjMay 31, last, the balance out- 
S aftestanding was $2,400,000. The next 
arningjinstallment there on of $600,000 
rate jy will be due June 1, 1951. 
For the fiscal year ended No- 
acture} vember 30, 1948, company earned 
Mercigl $3.32 per common share on net 
Senge sales of $23,675,590 and this com- 
pares with earnings of $2.45 per 
the be} common share on net sales of 
ar has $20,166,664 in 1947. 
ess off Balance sheet figures as of the 
mati end of fiscal year ended November 
As and} 30, 1948, showed total assets of 
ts old $27,877,276 which included cash 
ants} and U.S. Government securities 
orted| of $7,402,319. Current assets 
etter} amounted to $13,195,331 and cur- 
alf of| rent liabilities to $1,820,867. 
Jous-| Capitalization consists of 50,000 
k for} shares of $4.25 preferred; 50,262 
shares of $4.50 preferred and 
804,204 shares of common stock 
outstanding. 

During the past three years the 
capital expenditure program has 












plant 
pro- 
‘rue. 


inci- 

totaled $10,413,861. 
d to} Quarterly dividend rate is 30c 
paid} Per common share. 

Allied Mills 

any Please advise whether you think divi- 
rod-| dends of Allied Mills will be covered by 
oker | earnings this year. 
sr C. N., Buzzards Bay, Mass. 
slag _Allied Mills earned a net income 
M-} of $3,110,671 after provision for 


rk | Federal Income taxes, equal to 


ET) guy 30, 1949 





$3.89 per share for the fiscal year 
ended June 30, 1948. Dividends 
last year amounted to $2.50 per 
share. For the twelve months 
ended March 31, 1949, the com- 
pany reported $2.98 profit per 
share and for the fiscal year 
ended June 30, 1949, net profit is 
expected to cover dividend pay- 
ments of $2.75 per share in this 
period. The company is a leading 
producer of commercial feed for 
poultry and livestock, and has 
benefited from the strong demand 
for these products. Tonnage sale 
of feed during the past year was 
about the same as in the preced- 
ing fiscal year, which was one of 
the best in the company’s history. 
With poultry and hog population 
increasing, feed demand is ex- 
pected to continue strong in the 
months ahead. 

Allied Mills also processes sov- 
beans, using the meal in its feeds 
and selling the oil. This division 
of the company’s business has not 
held up as well as the feed 
business. 

Allied has been making heavy 
expenditures for capital improve- 
ments, but the company is in a 
good position to continue liberal 
dividend payments. Over the past 
year, Allied spent about $5,000,- 
000 on modernizing its feed 
plants. 

The company’s strong working 
capital position reflects the funds 
brought into the business in 1943 
from the sale of Century Distill- 
ing Company at a profit of $12 
million, after taxes. On June 30, 
1948, cash and Government secu- 
rities totaled $11 million, against 
current liabilities of $2,100,000. 
Total current assets were $22,- 
300,000. 


Carrier Corporation 
Please advise on sales trend of Carrier 
Corporation and recent net income. 
D.B., Elkhart, Indiana 
Net profit of Carrier Corpora- 
tion, a leading manufacturer of 
air-conditioning, refrigeration and 
industrial heating equipment, for 
the twelve months ended April 30, 
1949, was $2,083,320 as compared 
with $2,349,697 in the preceding 
similar period. Completed sales 
were $51,198,786, the comparable 
figure for the twelve months 
ended April 30, 1948, was $55,- 
050,376. New orders were booked 
in the amount of $48,634,081. The 
total for the preceding twelve 
months was $46,139,159. 
On April 30, 1949, Carrier Cor- 
poration had a backlog of unfilled 


orders amounting to $20,174,759 
as compared with $23,304,757 a 
year earlier. 

The net profit figures for the 
twelve months ended April 30, 
1949, do not reflect any inventory 
reserves other than those nor- 
mally established. It is quite pos- 
sible that additional reserves will 
have to be provided. Company re- 
ported current operating results 
are less satisfactory than a year 
ago, due largely to the general 
business decline plus the return 
of normal seasonal influences. 
However, new orders booked dur- 
ing the first six months of fiscal 
1949 were only 9% below those of 
the corresponding period a year 
ago. 

Dividends in the first half of 
1949 amounted to 5V0c per com- 
mon share, compared with 25c 
paid in the full year of 1948. 


Eversharp, Inc. 


I understand that there has been a 
dispute among the top management of 
Eversharp, Inc. and therefore, would 
like to know recent earnings. 

C. D., Syracuse, N.Y. 

Net earnings of Eversharp for 
the first fiscal quarter ended May 
31, 1949, were $354,456 as against 
$318,618 for the corresponding 
period last year. This net income, 
subject to year-end adjustments, 
is equivalent to 36c a share on 
941,689 shares of common stock 
outstanding, after taxes and the 
payment of the regular 25c divi- 
dend on its preferred stock. In the 
same period a year ago, the com- 
pany earned 32c a share on the 
same number of outstanding 
shares. 

Net sales for the same quarter 
were $3,751,853 as compared to 
$3,926,711 for the same period of 
the preceding year. Despite moder- 
ately lower sales, the increase in 
net income over the previous year 
was accomplished in spite of the 
present difficulties due to manage- 
ment’s dispute. The management 
is continuing its many economies 
and expects to have its new writ- 
ing instruments line available 
shortly for the Fall season. 

Eversharp’s venture in the field 
of ball-point pens after the war 
was a costly experiment, but its 
later acquisition of Schick Injec- 
tor Razor helped earnings consid- 
erably. Sales of this razor and its 
replacement blades have been 
eminently satisfactory and the 
outlook for the coming months 
appears favorable. 

Last dividend was 214% in 
stock on January 15, 1948. 
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It seems that the need to sustain profits in the face of 
smaller sales volume is causing a noteworthy resurgence of 
interest in machinery and up-to-date equipment of various 
kinds. Some machine tool 
builders think, perhaps wish- 
fully so, that this may bring 
about a fall upswing in their 
business substantial enough 
to pull them, and perhaps 
the industry generally, out 
of the recession. At any 
rate, they feel, current in- 
quiries should blossom into 
orders after the summer 
doldrums, and a god-send 
it would be. 

Whatever the actual po- 
of tentialities of this move- 
ment, it is significant that 
reports of active inquiries 
have recently been coming 
from widely different sec- 
tors of industry, and they 
keep mounting. Purchasing 
agents reported that six out 
of ten widely used classes 
of industrial products are 
4] | being ordered in larger 
volume, including non-fer- 
rous metals, steel, power 
plant equipment, engineer- 
ing construction materials, 
construction machinery and 
handling equipment. But 
lagging so far were chemi- 
cals, rubber, and electrical 
equipment. 

Factors behind this up- 
turn are said to include the 
following: Additional new 
industrial construction and 
commercial building; the 
planned expansion of oper- 
ations of several large-sized 
government-owned plants; 
further expansion of auto- 
motive output; additional 
mechanization of coal and 
metal mines; installation of 
new power plants. 

It is also reported that 
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many heavy industries are getting ready to increase thei 
operating rates thirty days ahead of schedule this summe; 
This would mean plant re-openings in August instead 
September for some lines which have cut back extensively 


Capital Expenditures 


All of which tends to support the latest SEC estimate ¢ 
projected capital spending during the third quarter, th: 
total of which is put at $4.6 billion compared with $4.8 bil 
lion during the second quarter this year and the third quarte 
last year. Should these estimates be borne out by actual ex. 
seat eal it would signify a substantial prop to business in 
the months ahead. 

As to industry outlays for new machinery, this must be 
considered not as a part of an expansion program but o: 
cost-saving replacements in a highly competitive market. The 
purpose of new orders naturally matters little as long as they 
create business and employment; but the trend is significant 
in that it works towards stabilization of operations and 
profits, and towards lower prices. 





Inventory Trends 


Inventory liquidation continues apace, as witness the an. 
nounced reduction of total business stocks in May by some 
$1.2 billion. There is every evidence that heavy liquidation 
is still going on at all levels of business, but we are just that 
much nearer to a turn. Cutting down on stocks has been one 
of the main causes of the business slump; a revival of order. 
ing will signify the beginning of its end. Much of it depends 
not only on relationships between inventories and sales but 
on prices. Once a buyer is convinced that prices have firmly 
settled down, he has nothing more to wait for pricewise. 
Hence steadier price tendencies currently evident assume 
heightened ladieane: In many industries price declines 
have bumped against rigid wage costs and artificially 
pegged raw materials prices. Should the current “fact find- 
ing” in steel result in higher wages for steel workers, such 
price-steadying tendencies would be enhanced particularly 
in the durable goods industries. 


Nothing in the present picture points to an early turn- 
around in inventory policies but observers admit that it could 
come fast if the cutting down of stocks continues at its recent 
pace. In some industries, consumption has been exceeding 
production for some time and this obviously cannot go on 
very long. The overall picture, though, is quite spotty. In our 
estimation, present inventory trends are likely to continue 
through the third quarter; that is, it will take that long 
before resumption of more normal buying is likely to become 
more general, 
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The Business Analyst 





MONEY AND CREDIT—In the fortnight ended July 15, our 
common stock index advanced to the highest level since 
May 27, with volume largest since the year's low point was 
touched on June 17. Among our 46 sub-group indexes, only 
one registered a new low; while three (as indicated in the 
tabulation appearing on the second page following) made 
new highs since 1947. In four weeks of uninterrupted ad- 
vance, the market has recovered 59°, of its previous five 
weeks’ decline. Common stocks, on an average are now 
down only 5% from the first of the year, while 18 of the 46 
sub-groups are actually up on the year. Gold mining shares 
turned reactionary on Britain's refusal to devalue the pound 
and on fears that the President's reflation program might 
start another inflation spiral. Corporate bonds and preferred 
stocks reflected continuing strength in U. S. Governments. 
Even the restricted Victory 2!/2s rose nearly a point as non- 
bank investors bought in anticipation of declining yields 
under the Government's cheap money policy. Demand for 
convertible preferreds has broadened as a straddle between 
common stocks and fixed-income securities. Cheap money 
may in due time generate a new wave of refunding opera- 
tions. Such prospect tends to impose a ceiling upon callable 
issues. Business circles in Finland say that the nation’s recent 
17.7% devaluation of the markka is not enough; but esti- 
mate that it will raise living costs there at least 4!/,%. Since 
the demise of Regulation W, at least one bank here has 
lengthened time payment periods on automobile instalment 
purchases, and reduced its finance charge. Bankers’ accept- 
ance rates have been lowered by !/g to '/4 point, according 
to length of maturity. The Treasury may postpone resumption 
of deficit financing until after receipt of the President's re- 
vised budget estimates, which are expected around mid- 
August. Sales of series E savings bonds in the first half of 
1949 topped the like period last year by 2!/,%, while re- 
demptions shrank 10!/2%. Sales of annuities last year totaled 
$900 million—twice the 1943 amount, and 82 times sales in 
1920. In the fortnight ended July 6, commercial loans con- 
tinued to contract, while bank holdings of U. S. Government 
securities were still expanding. Bank deposits, demand plus 
time, are now slightly above a year ago. 


TRADE—Department store sales for the week ended July 9 
sank to 8% below last year; but the cumulative decline for 
the year to date still amounts to only 4%. Our excess of 
exports over imports in May declined to $535 million; but 
was only $8 million smaller than a year earlier. Britain cut 
her imports from dollar areas by 25%, or $33 million 
monthly. This will not be felt here until existing commitments 
run out in the fall. Her colonies will do likewise. Canada will 
be especially hard hit by these restraints; since exports, with 
which nations normally pay for their imports, account for 
23°%, of her national income, compared with 15% for Britain 


and only 5% for the U. S. 


INDUSTRY—Vacations and the coal miners’ 3-day work- 
week caused a sharp dip of 2.2% in business activity dur- 
ing the fortnight ended July 9, to a level 6.3% below last 
year, but a rebound of at least seasonal proportions would 
not be surprising once the period of vacations and labor 
disputes is ended. Unemployment in early June was 1.59 
million above last year; while the number of people actually 
at work in non-agricultural pursuits was off 1.64 million, or 
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3.39%. With most of the major heavy goods industries still 
operating at capacity, non-ferrous metal buyers have had to 
re-enter the market and pay higher prices. Much of the re- 
ported decline in inventories, since their November peak, 
can be attributed to lower prices rather than reduction in 


actual physical quantity. 


COMMODITIES—During the fortnight ended July 16, there 
was the usual divergence in trends between futures and cash 
prices; but grains rose in both markets under leadership of a 
sharp spurt in rye, which may be in short supply this year. 
Aided by a rise in copper and lead, this Publication’s index 
of raw materials spot prices staged a 2% rally. 





The M. 'W. S. index of overall Business Activity for 
June, at 181.4%, of the 1935-9 average, was 1.6 point under 
May and 4.9°/, below June of last year. The second quarter 
averaged 182.8—5.2 points below the first quarter, and 
2.9% under the second quarter of 1948. Average for the first 
half was 185.4—3.3 points under the fourth quarter; but only 
1.5% below the first quarter of last year. 

* 


This suggests that corporate Earnings reports for the first 
half, by and large, will not compare so unfavorably with 
last year as generally expected; though results for the second 
quarter, with many exceptions, probably made a somewhat 
poorer showing. 

(Please turn to the following page) 
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Latest Previous Pre- 
Wk.or Wk.or Year Pearl~ PRESENT POSITION AND OUTLOOK 
Date Month Month Ago Harbor 
MILITARY EXPENDITURES—$b (e) | June 1.31 1.18 An 1.55 | (Continued from page 445) 
Cumulative from mid-1940........ | June 383.4 382.0 3692 13.8 | ' : — 
- {A ——— | Ona Per Capita Basis, our business || 
FEDERAL GROSS DEBT—$b | July 6 252.8 252.5 252.7 55.2 | index for June, at 157.8% of the 1935-9 
pete a we ae ee Te a | average, was 1.4 points under May, and 
- | | : 

st gained | | 11.4 points below June of last year. The 
Demand Deposits—94 Centers | July 6 45.8 46.1 46.2 26.1 | A 
C na eee ieee pans one as 107 |second quarter averaged 159.2%, com- 

acini Rar é 9 tl ae "| pared with 164.4% in the first quarter, 

BANK DEBITS—13-Week Avge. }and 167.3% for the second quarter of 
New York City—$b | July 6 8.77 8.73 8.62 4.26 | 1948. The first half averaged 161.8%, 
93 Other Centers—$b | July 6 11.98 12.08 12.24 7.60 | against 166.1% for the second half and 

ae telat 7 ——————~ | 167.4% in the first half of 1948. 

PERSONAL INCOMES—$b (cd3) Apr. 216 217 201 102 . a a 
Salaries and Wages Ape. 138 i - 66 | ‘The chief reasons for believing that an 
Proprietors’ Incomes . ao - “ 23 jautumn Upturn in overall Business is 
Interest and Dividends . | Apr. 18 18 17 10 | probable (as mentioned on the preceding 
Transfer Payments .................. | Apr. 12 12 12 3 | page) are the continuing high level of 

(INCOME FROM AGRICULTURE) | Apr. 20 2! 23 10 preie incomes with slowly rising pur- 

CIVILIAN EMPLOYMENT—m (cb) June 596 58.7 613 81.8 {chasing power, accompanied by record 

: ‘ output of electric power, construction ex- 

Agricultural Employment (cb), | June 9.7 9.0 9.4 8.8 di x 

: penditures, automobile sales, demand for 
Employees, Manufacturing (Ib) May 15.0 15.3 15.9 13.8 | f . j é 
| farm implements, and business expendi- 

Employees, Government (Ib). | May 5.8 5.8 5.6 4.6 dine: hes ellie iaieeh naaiimane 

UNEMPLOYMENT—m (cb) June 3.8 3.3 2.2 3.8 | P : ri _ . 

FACTORY EMPLOYMENT (1b4) | Moy 144 148 155 147 These conditions create such a large 
Durable Goods ecm | May 166 171 184 175 basic demand for Metals that no buyers’ 
Non-Durable Goods | May 127 130 133 123 strike by mere middlemen can long hold 

FACTORY PAYROLLS (1b4) | Apr. 337 350 347 198 out against the tide. In fact there has al- 

——_———_—————— — | ——-— ———-— | ready been such improvement in demand 

FACTORY HOURS & WAGES (1b) for Non-Ferrous Metals that custom 
Weekly Hours ..... : | May 38.6 38.3 39.9 40.3 | smelters have been able to raise prices a 
Hourly Wage 'cents)................ | May 137.5 137.6 130.1 78.1 little. 

Weekly Wage ($)...... | May 53.08 52.70 51.86 32.79 * * * 

mm bacecwe NAA eae al Recently even Steel ordering perked up 

PRICES—Wholesale (1b2) June 12 154.2 152.7 169.2 92.5 a bit; but it remains to be seen whether 
Retail (cdlb) : : a useaill —_ liienadl imal this heartening trend will continue now 

COST OF LIVING (1b3) | May 169.2 169.7. 170.5 «110.2 oe oe “a —— has 
Food | May 202.4 2028 210.9 113.1 oe ee ae ae, ae 
Clothing | May 191.3 1925 197.5 113.8 b a. 

Rent .| May 1204 1203 1165 107.8 Aluminum production in May was the 

| —_____________________ | greatest since Aug., 1944. Larger use of 

RETAIL TRADE—$b | the metal in the building industry, for elec- 
Retail Store Sales (cd) | May 10.81 VEU 10.52 4.72 | tric conductors, aluminum foil in the pack- 

Durable Goods .... | May 3.40 3.33 3.14 1.14 | aging field and in the home, have 

Non-Durable Goods | May 7.41 7.78 7.38 3.58 | created such an unprecedented peace- 

Dep't Store Sales (mrb)...... _.. | May 0.82 0.84 0.82 0.49 | time demand that an expected large sur- 

Retail Sales Credit, End Mo. !rb2) May 7.96 7.78 6.84 5.46 | plus has been turned into a_ severe 
: none shortage. 

MANUFACTURERS’ | 7 a - an ” * * 

New Orders (ed2)—Total ~~ a “a, ne Up to the end of May, no startling 
Durable Goods oo ecccccnsneseseen rs ° ons a me ay progress had been made in reducing 
Non-Durable Goods ............-- oo 315 328 324 187 Business Inventories, except in special 

Shipments (cd2)—Total ........... | “Pf 353 207 instances. According to the Commerce De- 
Durable Goods oo ccecsoseen. Apr. 368 383 h ill 2°/. high h 

pa 284 296 307 158 partment, they were still 2% higher than 
Non-Durable Goods si a year earlier, though down 5%, from the 

BUSINESS INVENTORIES, End Mo. November 30 peak in book value. Mean- 

Total—$b (cd) ro 535 54.7 Si. 28.6 | while wholesale prices have also declined 
Monsfecuer | ApS B18 292164 | 5% $0 that reduction in the actual physi 
Whelesolers’ has, 8.1 8.4 718 4.1 | cal quantity of inventories could not have 
Retire ee os A er 14.0 14.5 14.1 8.1 exceeded 3 To, a - 

bs k Ae 2.2 2.2 2.4 1.4 . pie gs ‘ 4 
sii cit et . Strikes in major industries which might 

BUSINESS ACTIVITY—1—pc July 9 154.2 1572 166.9 141.8 | result from the summer's labor demands 
(08. We Bde July 9 177.3 180.7. 189.0 146.5 | would do the economy no lasting harm, 
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Latest Previous Pre- 
LOOK Wk.or Wk.or Year Pearl PRESENT POSITION AND OUTLOOK 
Date Month Month Ago Harbor 
INDUSTRIAL PROD.—1—np (rb) | May 174 179 192,174 | unless they succeeded in forcing a fourth 
. a] Mining - aa ~~ | May 146 148 162 133 round of wage increases. They would af- 
usiness || | Durable Goods Mfr... | May 201 213 221 220 ford an opportunity for plant repairs, and 
1935-9 Non-Durable Goods Mfr... | May GN 162 178 —''5! ss facilitate reduction of inventories; so that 
Y, and |) | caRLOADINGS—t—Total | July 9 595 644 755 833 production could be resumed at a higher 
ar. The Manufactures & Miscellaneous... | July 9 260 328 315 379 rate than before the shut-downs. 
¢ COM. Mdse. L. C. L | July 9 72 91 84 156 * - * 
juarter, OR ww | July? 70 70 63 43 s : 
rter of || | ——__—_ = ———— = Thus far consumers and private business 
6] BY, ELEC. POWER ¢ aunt (Kw. )m 7 July 9 b= 4,982 __ 5410 4,760 3,267 interests have done a creditable job of 
lf and SOFT COAL, Prod. (st) m July 9 4.9 13 98 10.8 cushioning the recession, and without gov- 
Cumulative from Jan. bocce | July 9 261 256 298 446 ernment meddling. But their efforts to re- 
Stocks, End Mo......... senna May 72.7 65.2 47.0 61.8 | duce ag and costs, or at least prevent 
hat an|} | —-_- SS eee eer - - them from rising, are meeting stiff opposi- 
woes ee ee m tion from the Administration, which hopes 
rude Output, Daily... July 9 4.7 4.8 5.5 4.1 to. bale heck Saffietion. and thesels 
ceding Gasoline Stocks oo... . | July9 114 114 102 86 oan g ac . on, an ereby 
vel of Fusl OF Stet... | July? 67 66 62 94 build up a plausible excuse for demand- 
g pur. Heating Oil Stocks...... July 9 67 65 5 | 55 ing more Government controls over busi- 
— — | ————_—- - ness. 
a LUMBER, Prod. (bd. ft.) m July 9 320 «536456 SCC * * «& 
ind for aes, ene ORS . a ae ta a i = ia an The President has come out openly for 
pendi- STEEL INGOT PROD. (st.) m | June 6.50 7.59 7.27 6.96 | deficit spending and wage advances at 
Cumulative from Jan. 1............ wu. | June 45.9 39.4 43.1 74.7 this time, both of which are potentially in- 
ENGINEERING CONSTRUCTION __ | flationary, despite efforts to divert atten- 
large AWARDS—$m (en) | July 14 190 138 126 94 tion from the unpleasant consequences 
uyers’ Cumulative from Jan. 1. | July 14 4,289 4,099 3,666 5,692 through the bureaucratic subterfuge styled 
3 hold CT ee er su Te — | *Reflation.’’ Should our exports and ex- 
las al- Paperboard, New Orders (st)t | July? 105 162 124 165 ss _ — —_ — 
:mand Cigarettes, Domestic Sales—b...........| May 30.9 273 29.1 17.1 ad = a Cee . 
-ustom Footwear Production *(pairs)m As HAR 37.6 44.8 39.4 34.8 important y ie the months ahead, no legis- 
ices a Motor Vehicles, Factory Sales—t......| May 481 543g, 339 352 latively obtainable amount of government 
Natural Rubber Consumption (t.. | May 45.9 47.9 52.0 54.3 pump priming could prevent an extension 
Do., Synthetic oo ccccmnsnunnnmenn. | May 35.4 36.5 35.3 0.5 | of the recession. 
ed up 
hether b—Billions. cbh—Census Bureau. cd—Commerce Dept. cd2—Commerce Dept. (Avge. Month 1939—I00). cd3—Commerce Dept., 


é; seasonally adjusted monthly totals at annual rate, before taxes. cd!lb—Commerce Dept. (1935-9—100), using Labor Bureau and other 
cx! Data. e—Estimated. en—Engineering News-Record. I|—Seasonally adjusted Index (1935-9—100). Ib—Labor Bureau. |b2—Labor Bureau 
iy has (1926—100). Ib3—Labor Bureau (1935-9—100). Ib4—Labor Bureau, (1939—100). It—Long Tons. m—Millions. mpt—At Mills, Publishers, 
and in Transit. mrb—Magazine of Wall Street, using Federal Reserve Board Data. np—Without Compensation for Population growth. pc— 
Per Capita Basis. rb—Federal Reserve Board. rb2—Federal Reserve Board, Instalment and Charge Accounts. st—Short Tons. t—Thousands. 























































_— THE MAGAZINE OF WALL STREET COMMON STOCK INDEXES 
 elec- No. of ————_ 1949 Indexes —_————- |_ (Nov. 14, 1936, Cil.—100) High ow July8 July 15 
pack- Issues (1925 Close—100) .- Low July 8 July 15 100 HIGH PRICED STOCKS... 80.68 70.82 73.85 75.05 
have 320 COMBINED AVERAGE ........... 127.6 108.0 113.1 115.2 100 LOW PRICED STOCKS 146.36 119.71 125.95 128.66 
eace- 4 Agricultural Implements .... ~ 200.0 162.1 175.0 179.6 6 Investment Trusts... »=— 60.3 53.9 56.6 57.4 
e sur- 10 Aircraft (1927 Cl. —100) 175.3 138.2 141.9 141.0 3 Liquor (1927 Cl. ¢l—I00) csssoniis QUE 602.9 659.8 674.0 
" i 6 Air Lines (1934 Cl—100).. 435.6 366.1 406.7 426.8 10 Machinery .. rere, 115.9 121.2 123.4 
weaned 6 Amusement ......... 93.4 75.7 84.6 83.6 3 Mail Order .. a ae 9.4 95.8 
12 Automobile Accessories . - 188.9 145.2 155.0 160.8 3 Meat Packing .. ee ee 63.3 63.3e 64.8 
12 Automobiles 0... sics, DE 21.3 23.1 23.5 12 Metals, Miscellaneous _. 158.1 122.0 131.0 132.0 
“_— 3 Baking (1926 Cl.—100). 19.7 18.1 18.3 18.3 | ene Se ee ee 
etn 3 Business Machines .......... . 237.4 209.0 218.6 226.2 29 Petroleum ....... sth ne 207.1 219.6 221.7 
wes. 2 Bus Lines iain Cl 1—100).. ke 133.5 118.3 127.6 129.1 21 Public Utilities .. oe MES 102.4 112.5 115.4 
ecial 5 Chemicals ................. . 235.2 212.7 220.4 224.2 6 Radio (1927 Cl.—100) ae 13.6 13.8 14.1 
e De- 3 Coal Mining .................... = S92 11.2 11.7 12.3 9 Railroad siete ics 36.5 39.0 40.0 
than 4 Communication ss 31.8 33.6 34.1 24 Railroads ... Larne 17.5 17.7 18.4 
n th 13 Construction .......... . 58.5 47.4 50.1 51.4 3 Realty ....... uw 2 21.4 23.7 23.5 
e 7 Containers ....... . 284.1 240.7 252.6 253.1 3 Shipbuilding ee 144.4 120.0 123.2 125.5 
lean- 9 Copper & Brass... 95.8 67.4 74.6 74.5 3 Soft Drinks ... ipsneuas: OT 298.2 350.8 350.1 
lined 2 Dairy Products ........ ccs SFE 56.8 58.6 58.5 14 Steel & Iron 106.2 77.0 80.0 84.2 
hysi- 5 Department Stores ................... 54.9 49.2 52.9 53.8 3 Sugar 48.5 39.8 41.8 41.7 
h 6 Drugs & Toilet Articles. ww 154.3 141.6 151.6 152.8 2 Sulphur nae 273.5 233.8 267.9 268.4 
we 2 Finance Companies .......... 278.4 246.1 263.0 268.0 5 Textiles 1325 1009 114.9 1162 
T Rood Grands. 154.4 146.0 153.1 153.3 3 Tires & Rubber. 31} 26.6 27.6 28.3 
D ROGU SOO Ecce, _ 774 58.5 76.6 77.4B 6 Tobacco 77.6 67.1 72.4 77.68 
night 3 Furniture 70.7 54.7 57.4 58.9 2 Variety Stores . 335.5 308.3 332.6 335.5B 
ands 3 Gold Mining ... Ree 566.3 690.7 666.6 17 Unclassified (1948 ‘Cl.—100) 105.3 93.2 97.7 99.6 
arm, B—New HIGH since 1947. e—New LOW since 1944. 
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Trend of Commodities 





During the fortnight ended July 16, grain prices, spot and 
futures, extended their advance under pideniio of an excep- 
tionally sharp rise in rye, which may be in short supply this year. 
Unfavorable weather and plant disease caused a deterioration 
during June of 148 million bushels in the prospective wheat 
crop, which now promises to total only 1,188 million bushels. 
Even so, it would be the third largest on record, so the Gov- 
ernment will soon ask farmers to reduce plantings of next year’s 
crops by 17%; but the idea of fixing marketing quotas has 
been abandoned. The Agriculture Department has decided to 
use 12 of the Maritime Commission's “moth ball” fleet for 
emergency storage of 3.2 million bushels of wheat, just as a 
test experiment. Cotton acres under cultivation on July 1 are 
placed at 26,380,000—14.2% above last year, and largest 


a 


since 1937. Hog prices at Chicago have rallied to $23 per ew, 
—$5 above May 1, but down $7 from last August. The Gov. 
ernment, predicting the third largest pig crop this year, oping 
that prices will drop sharply by November. Support price) 
have been set at an average of $16.75 per cwt., at Chicago, 
rising from a low of $16.25 in May, the usual period of heay 
marketings, to a high of $18.50 in Sept., when marketings ar 
normally small. These support prices are $1 above the previ. 
ous scale. The Government is still pressing Congress to author 
ize a try-out of the Brannan plan on hogs, under which the 
former would be paid a “fair” price while permitting prices to 
consumers to fall. A trial run on hogs alone would so reduce 
the demand for other high-price supported meats that the 
Government couldn't prevent their prices from collapsing. 
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U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
_ Spot Market Prices — August, 1939, equals 100 


Date 2Wk. | Mo. 3Mo. 6 Mo. 1 Yr. Dec. 6 
July 18 Ago Ago Ago Ago Ago 1941 
28 Basic Commodities ........... 234.8 229.0 231.0 244.3 287.1 323.0 156.9 
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1949 





Date 2 Wk. | Mo. 3 Mo. 6Mo. 1 Yr. Dec.6 
July 18 Ago Ago Ago Ago Ago 194! 
7 Domestic Agriculture ..... 300.5 292.9 294.4 287.5 304.3 382.1 163.9 














11 Imported Commodities... 241.4 235.4 236.2 249.8 268.3 290.9 157.3 12 Foodstuffs. 287.7 280.6 281.1 279.0 309.0 401.7 169.2 
17 Domestic Commodities... 230.6 224.9 227.7 240.8 300.0 345.7 156.6 16 Raw Industrials... 212.9 206.7 209.7 234.5 279.2 275.6 1482 
RAW MATERIALS SPOT INDEX COMMODITY FUTURES INDEX 
ee APR. MAY JUNE JULY 150 APR. MAY JUNE JULY 

150 140 
Watt strecr. INDEX COMMODITIES INDEX 





























14 Raw Materials, 1923-25 Average equals 100 
Aug. 26, 1939—63.0 Dec. 6, 1941—85.0 


1949 1948 1947 1945 1941 1939 1938 1937 
High .. 161.5 162.2 164.0 95.8 85.7 783 65.8 93.8 
Low .._._.. 134.9 149.2. 126.4. 93.6 74,3. 61.6 57,5. .64.7 
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Average 1924-26 equals 100 


1949 1948 1947 1945 1941 1939 1938 1937 
High ............ 139.28 168.63 175.65 106.41 84.60 64.67 54.95 82.44 
Oe eee 122.45 139.83 117.14 93.90 55.45 46.59 45.03 52.03 
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and taking into consideration the 
prediction of thirteen shippers’ 
advisory boards that freight load- 
ings in the third quarter will be 
7.4% less than in 1948; and fur- 
ther, that the final half of the 
year will show the worst com- 
parisons, one may reach the fol- 
lowing conclusions: 

(1) That the combined 1949 
gross of all Class I roads will 
be approximately $8,600,000,000. 
This compares with $9,671,600,- 
000 actual in 1948. 

(2) That net income, on a com- 
bined basis, will approximate 
$470,000,000. This would compare 
with $711,000,000 in 1948 and 
would represent a_ satisfactory 
showing, war years omitted. Net 
income of Class I roads was 
$490,400,000 in 1947, $287,100,- 
000 in 1946 and $450,400,000 in 
1945. 

Of course, the market will soon 
be looking ahead in an attempt to 
discount 1950 results. It will want 
to determine, if possible, the vul- 
nerability of dividends. 

How far can profits decline be- 
fore this point of vulnerability 
will be reached? No exact answer 
to this can be given because situ- 
ations, as to working capital, debt 
requirements and other factors 
vary in marked degree among the 
different systems. 

However, on an industry-wide 
scale, net income as estimated for 
1949, should be sufficient to sup- 
port dividends at the present in- 
dicated rates, with a margin of 
safety on the downside for 1949 
of probably between 10% and 
15% from this projected level. 

This allows for a status-quo in 
both wage costs and freight rates 
next year, but assumes that the 
adjustments indicated for 1949 
will be effective, including a 
freight rate increase of not less 
than 5%. 

Considering the outlook for 
rails as outlined in the foregoing, 
what policy should the individual 
investor follow? First and fore- 
most, he should see that his ac- 
count is well-balanced, with only 
a relatively small proportion of 
his funds in rails, and then only 
in those where a good margin of 
safety is indicated. 

Under such circumstances, his 
choice, on a_ semi-investment 
basis, would narrow down to 
Santa Fe, Great Northern, Louis- 
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ville & Nashville, Norfolk & Wes- 
tern, Reading, Union Pacific and 
Texas & Pacific. 

If he were speculatively in- 
clined, the yields offered by such 
stocks as Atlantic Coast Line, 
Southern Pacific, Southern Rail- 
way, Kansas City Southern and 
Canadian Pacific would have a 
distinct appeal since there would 
be at least an even chance that 
their dividends would be main- 
tained at present rates in 1950, 
even with an industry trend as 
outlined in this discussion. 

Generally speaking, it has be- 
come more and more obvious over 
the years, and especially in the 
last decade, that the railroad in- 
dustry, as a regulated business, 
subject to rigid controls and 
without the flexibility necessary 
to adjust operations to higher ex- 
penses, must have a continued 
huge traffic volume to support di- 
vidends and retain the confidence 
of the investor. Once this volume 
is lost, trouble will begin, even 
though there has been a steady 
and marked reduction of prior 
charges on outstanding fixed debt. 
It is for this reason that the aver- 
age balanced investment portfolio 
of common stocks, would do well 
to restrict rail holdings to a 
rather small percentage. 





Reflation With Easy Money 
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much further without some such 
effect. A certain amount of 
switching from bonds into stocks 
usually occurs when the yield 
spread grows, particularly among 
investors who are not in very high 
income tax brackets. Such a ten- 
dency could become more pro- 
nounced in the future though it is 
difficult to appraise its potential 
scope under today’s conditions of 
depressed stock market psychol- 


ogy. 


Low interest rates and a strong 
bond market might also facilitate 
corporate financing by enabling 
corporations to raise capital needs 
more cheaply and with less diffi- 
culty. Indicative of such possibili- 
ties is the fact that the latest 
FRB step not only boomed Gov- 
ernment securities but helped 
move a lot of high-grade cor- 
porate bonds which investment 
bankers have been trying to sell 
for some time. Anticipation of a 
further narrowing of bond yields 
was the moving factor. Conceiva- 
bly, also, refunding operations 
might again become attractive as 


a means of cutting fixed charges. 
Such opportunities largely disap- 
peared when the trend of interest 
rates turned upward with the in- 
auguration of an anti-inflation 
credit policy a few years ago. 
However, as far as demand for 
new funds is concerned, business 
and earnings prospects rather 
than the cost of money will likely 
remain the chief consideration for 
some time but this may change 
once recovery signs appear. 


Ultimate Stability 


It would be erroneous to as- 
sume that the latest upsurge in 
bond prices may portend con- 
tinued outstanding strength. Be- 
fore long, the Treasury may offer 
new longer term issues for re- 
funding or new money purposes 
and if so, buying of outstanding 
issues will become less eager with 
the market becoming more stable. 
In other words, mounting supply 
will take care of demand even 
though banks should face sus- 
tained pressure to invest in the 
absence of an early revival of 
business lending. This pressure is 
reflected in banking statistics for 
the week ended July 6 which in- 
cluded the first few days when the 
new open market policy was ef- 
fective. Though a major aim of 
the new policy is to nudge banks 
away from government securities 
and into more business loans, 
bank holdings of the former went 
up $557 million and outstanding 
business loans declined $172 mil- 
lion — the 25th consecutive de- 
crease—for a total drop of $2.627 
million since December 22. 

This brings up the question: 
Can efforts at reflation by easy 
money be effective? The answer is 
yes, but it will take time. No one 
of course expected the new policy 
to bring sensational results in the 
first week, nor is it likely to really 
increase the flow of bank loans to 
business in the next few months. 
It will require a certain restora- 
tion of confidence in the business 
outlook to revive the demand for 
business loans and it will be some 
time before the banks give up 
trying to get more bonds for earn- 
ings and turn to pushing for 
loans. In time, however, the new 
easy money policy should serve to 
provide a bottom for the recession 
and lay the groundwork for the 
next business upturn. 

Reflation moves in the mone- 
tary field, and especially deficit - 
financing, are basically inflation- 
ary and their effect usually first 
begins to work beneath the sur- 
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face but it could become visible in 
coming months, such as in the 
form of rising bank investments 
without the aid of Federal Re- 
serve sales of securities. This will 
be one of the clues to a change 
in underlying conditions. The au- 
thorities have at their disposal 
further means of expediting their 
anti-deflation aims. They can or- 
der a cut in statutory reserve re- 
quirements; and they can lower 
the discount rate, something that 
will occur automatically if the 
one-year money rate is pulled 
down. 

Thus while a business revival is 
not guaranteed immediately by 
the latest money and credit meas- 
ures, easy money— if it results in 
stepping up of bank loans—will 
help cushion the downturn and 
bring nearer business revival. It 
also will, and this is probably an 
important factor with the mone- 
tary authorities, facilitate the 
Treasury’s deficit financing, thus 
serve a significant dual purpose. 


Mid-Year Outlook for Bank 
Stocks 
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strong banking institution, its 
large reserves and favorable earn- 
ings record lend considerable in- 
vestment appeal to its shares. 
Chase National Bank’s experi- 
ence in the first half year pro- 
vides a good example of success 
in maintaining stable earning 
power, despite declining loans. At 
the start of 1949, loans of $1.48 
billion were 12% higher than a 
year earlier, and three months 
later they rose to $1.52 billion. As 
of June 30, though, total loans 
dropped to $1.38 billion, a de- 
cline of about $140 million, while 
deposits rose to $4.28 billion from 
the March 31 level of $4 billion. 
The bank’s holdings of govern- 
ment securities at mid-year 
amounted to approximately $1.72 
billion compared with $1.33 bil- 
lion at the end of the March 
quarter. This enlargement of 
portfolio holdings, aided by se- 
curity profits of 8 cents per share, 
partially accounted for net earn- 
ings of $1.23 per share in the first 
half year. In the same 1948 pe- 
riod net was reported as $1.06 
per share, after allowing for a 21 
cents per share loss on securities 
sold. This relatively small varia- 


' tion, considering the huge funds 


involved and sizable shifts in 
loans and investments, trends in 
interest rates and broadly diver- 
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sified service charges, illustrates 
how dependable are the earnings 
of a large and well managed bank. 
Shareholders in the Chase Bank 
have received dividends without 
a break for the past 70 years. The 
current conservative quarterly 
dividend rate of 40 cents per 
share appears unlikely to change 
during 1949. 

Four years from now will prob- 
ably establish the century mark 
for uninterrupted dividends by 
Central Hanover Bank & Trust 
Company. In the course of many 
decades, total assets have steadily 
expanded and were reported as 
$1.49 billion on June 30. On that 
date, capital of $21 million com- 
pared with surplus and undivided 
profits of about $110 million. 
Loans and bills purchased aggre- 
gated $422.8 million at the end of 
the first half year, off almost $55 
million from the March level. To- 
tal deposits rose by $25 million in 
the June quarter to $1.35 billion. 
To help offset lower earnings 
from loans and to put increased 
deposits to work, the bank en- 
larged its holdings of Government 
securities in the last three months 
by about $90 million to a total 
of $581.3 million or 39% of total 
assets. Net indicated earnings of 
$3 per share in the first half year 
were at a slightly lower annual 
rate than the $6.86 reported for 
full 1948 but covered quarterly 
dividends of $1 per share by a 
margin that should assure stabili- 
ty in near term periods. 

In summary, there seems evi- 
dence that bank earnings may re- 
cede moderately in the second 
half year, due to a slight down- 
trend in money rates and reduced 
yields on investments, but this 
should constitute little threat to 
well maintained dividends. Ref- 
erence to our table will disclose 
yields ranging from 4.1% to 
6.8% currently obtainable on 


shares of some of the strongest . 


banks in the country. Hence the 
most conservative type of inves- 
tors may find interest in this me- 
dium if their aim is steady and 
satisfactory income for an inde- 
terminant period. 
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if dividends could not be liberal- 
ized somewhat, the response that 
this might require some outside 
financing for modernization 
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promptly squelched the question.) 
er. To be sure, Woolworth is ob.) 
ligated for some $5 million pur. 
chase money mortgages, a trivial” 
amount in relation to working! 
capital of $118 million, but as of” 
December 31 the company’s bal. 
ance sheet was free of bank debt! 
or borrowings other than those! 
mentioned. 
Huge Buying Operations 

By far the most important ele- 
ment in the sound structure of 
Woolworth is its immense pur- 
chasing department. Here the 
door is wide open to manufactur. | 
ers, large or small and from any 
spot on the globe, and many of 
these appear by invitation as a re- 
sult of constant search by the 
company for new and interesting 
products that may prove rapid 
sellers. It would be difficult to es- 
timate the huge number of sup- 
ply sources available to Wool- 
worth through its open door poli- 
cies backed by aggressive re- 
search. While purchases are made 
on a “trial and error” basis, each 
new item being limited in amount 
to test its sales appeal in a few se- 
lected stores, initial orders none 
the less may represent as many as 
15,000 units. 

If this merchandise moves suf- 
ficiently fast, replacement orders 
are increased to spread over addi- 
tional outlets, until volume may 
reach exceedingly large propor- 
tions for a single unit. Many a 
small manufacturer in some re- 
mote location has made a fortune 
by supplying items with proven 
appeal to Woolworth customers 
over an extended period, whether 
in the form of mousetraps, infant 
clothing, table wares or other de- 
sirable items with a limited price 
range. Similarly, many a large 
manufacturer has found a very 
substantial outlet in Woolworth 
for special small items capable of 
mass production, thus bolstering 
regular line activities in no small 
degree. 

The legion of specialists em- 
ployed by Woolworth in the pur- 
chasing department is trained to 
appraise at a glance the sales po- 
tentials of the many items offered 
them and provided terms are sat- 
isfactory, the process of selection 
entails no great delays. The bulk 
of Woolworth offerings need only 
obvious eye appeal and a price tag 
to attract sales, but the store buy- 
ers are adroit in predetermining 
quality, color preferences and at- 
tractive packaging. Now that the 
company has expanded its price 


WALL STREET 


range 
chase 
quire 
force, 
ing pt 
of g 
than 
Some 
need 
mote 
Th 





| for tl 


ings 

more 
panic 
riods 
of cu 
mize 
emph 
penn; 
make 
broac 
more 
as Mm 
mean 
limit 
no h 
the ¢ 
poor 
spect 
array 
eye i 
proce 
spres 
tract 


W 
chan 
gain. 
in tk 
latio 
appe 
ultra 
to s' 
stan 
alwa 
cust 
any 
ing 1 
hapy 
it m. 
sive 
of 1S 
earn 
mar 
rece 
and 
gin. 
to ¢ 
thou 
the | 
193% 
lion 
in 1 
wer 
com 
less 
yea} 
trao 


JUL 















& 
. yrange, though, increasing pur- 
lestion-|\ chases are made of goods that re- 
L 18 Ob-| quire special training of the sales 
NM Pul-) force, for Woolworth merchandis- 
trivial) ing policies have shifted to a basis 
rorking! ¢° genuine competition rather 
t aS Of! than mere reliance on low price. 
’s bal Some of the higher priced goods 
1k debt! need skilled sales effort to pro- 
1 those! mote their disposal. 

' The basic factors accounting 
ns ' for the exceptional sales and earn- 
ings record of Woolworth over 
more than half a century through 






int ele- 


ure of panics, wars and depression pe- 
Al eo riods are several. Price resistance 

€| of customers is at all times mini- 
factur- | 


mized by the company’s traditional 
emphasis on low priced goods. A 
penny here and a few cents there 
makes little difference in times of 


ym any 
any of 
iS a re- 


7 . ° . 
a broad shifts in price trends for 
vas , more expensive merchandise. And 
6 a as motives of economy are by no 


f sup.} means restricted to customers of 
Wodk limited income, there is practically 
“| no horizon for the class of trade 


yy ie : 

wih the company can attract. Rich and 
» made} 20°F alike find satisfaction in in- 
s specting the constantly changing 
s, each} SPecting , tye 


array of new items that greet the 
eye in a Woolworth store and the 
process is made simple by the wide- 


mount 
ew Se- 


over: spread location of increasingly at- 
tractive outlets. 

2s suf- . ' 

orders Depression Resistant 


r addi- ' 
e may} Woolworth, as any other mer- 
ropor-| chandiser, experiences volume 
anv a} gains commensurate with trends 
ne ye-| in the national income and popu- 
ortune | lation growth, but when lean times 
yroven} appear, the promise it offers for 
omers} Ultra-economical purchases tends 
hether| to stabilize its activities in out- 
infant} standing manner. While it has 
er de-| always been a policy to pass on to 
| price} customers as rapidly as possible 
large} any savings derived from declin- 
. very} ing merchandise costs, it has often 
worth } happened that the company’s prof- 
ble of} it margins have held well in reces- 
tering | Sive periods. In the desolate year 
small} of 1931, for example, Woolworth’s 
earnings per share were $4.24, a 
s em-} Mark not exceeded until the two 
> pur-f recent boom years of 1947-48, 
1ed to} and then only by a moderate mar- 
es po-} gin. A non-recurring profit equal 
ffered| to 90 cents per share in 1981, 
e sat-| though, partially accounted for 
ection | the good showing in that year. In 
» bulk | 1932, when volume of $249.8 mil- 
1 only | lion compared with $303 million 
ce tag | In 1929, earnings of $2.27 a share 
2 buy- | Were reported and since 1912, the 
ining | Company has never failed to earn 
1d at-| less than $2,26 per share in any 
at the | year. All of which attests to ex- 
price | traordinary operating efficiency. 
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ACF Reports Rise in Sales, Earnings as 
Company Observes 50th Anniversary 


Net sales of American Car and Foundry Company for the fiseal year ended April 30, 1949, 
rose to the second highest level in the history of the company as unfilled orders declined from 
the record-breaking total of a year earlier, Charles J. Hardy, Chairman of the Board, revealed 


today in the 5Uth Annual Report to stockholders. 


Net sales in the past fiscal year amounted to $219,648,483. topped only by the peak year of 
1943 and representing an increase of 67 per cent over the total of $131,360,756 for the year 
ended April 30, 1948. 


The report placed net earnings for the latest year at $4.932.114, equal after preferred divi- 
dend requirements to $4.85 per share on the 599.400 shares of common stock outstanding. This 
compares with $4,103,952, or $3.47 a common share, in the fiscal year ended April 30, 1948. 
The all-time high in earnings was established in the 1942-year at $6,489,760. 


Mr. Hardy said that the backlog of unfilled orders on April 30 last amounted to $130,000,000, 
compared with a record total in excess of $280,000,000 a year earlier, both figures without giv- 
ing eect to “escalation” provisions in contracts. 


He pointed out that American Car and Foundry does not manufacture “for stock”, with 
practically its entire inventory being allocated to the needs of the particular contracts actually 
hooked. As a result. the inventories are self-liquidating. 


“Because of completed products delivered since the beginning of our year now current.” Mr. 
Hardy stated. “both the size of inventory and the amount of our borrowings are, at this writing, 
very substantially less than as shown on the financial statements herewith presented. 


Turning to the subject of the company’s Golden Anniversary, Mr. Hardy declared: 


‘The five decades of your company’s life have been possibly among the most momentous in 
the history of our country and indeed of the entire world. On the whole, though with occasional 
setbacks. they have beén years of progress. industrial, economic and social—and in such progress 
your company. in its particular field, has both shared and contributed. It has passed through 
three major depressions. national in character, and through two great wars. in both of which it 
was a factor of importance in their winning. It has met and successfully solved many seemingly 
insoluble problems both in the field of manufacture and in that of corporate management. It has 
come through all these experiences not without difficulty but with colors flying—thus demon- 
strating a vitality that fully warrants confidence in our ability to meet and successfully overcome 
whatever may be the problems of the future.” 


During the past fiscal year, Mr. Hardy informed stockholders, the company’s plants were 
well maintained and efficiently operated, reaching a high degree of productive activity. He noted 
that more improvements have been made and more are contemplated. 


An outstanding achievement during the year was the completion of the “ACF-Talgo” train, 
which Mr. Hardy said was “possibly the most revolutionary vehicle on rails for passenger serv- 
iwe since the invention of the swivel truck and the sleeping car”. He explained that the develop- 
ment and engimeering of this new concept in rail transportation had been carried on since 1945 
in close association with the Spanish firm of Patentes Talgo. Two of these trains will shortly be 
shipped to Spain for regular service between the Spanish capital and the French frontier, and a 
third train will remain in this country for purposes of demonstration and continued research. 


“At this writing.” Mr. Hardy declared, “world conditions verge upon the chaotic. The rea- 
sons advanced to account for this are many and varied—so many and so varied as to be impos- 
sible of reconciliation. Be the real reason what it may, it cannot be doubted that the prevailing 
mental attitude both here and abroad, is one of timidity and uncertainty—industrial, economic, 
financial and political. Justification for this attitude may be found in the apparent slowness of 
the progress made in bringing about the readjustments inevitably consequent upon the termina- 
tion of the titame struggle in which practically the entire world was so recently involved. Your 
Management does not share in this attitude of defeatism. On the contrary, it feels that progress, 
slow though it be. toward such readjustments is being made and that satisfactory results will 
ultimately be attained, and that there is no valid reason for viewing the future, immediate or 
remote. in a spirit of despondency.” 


Commenting upon the future. Mr. Hardy continued: “So far as concerns the field of manu- 
facturing activity in which your Company is principally engaged, the year has been one of mixed 
trends. of considerable buying activity during a portion of the time and practically a dearth of 
such (still continuing) toward the close of the period. 


“The reluctance of the roads to place orders for additional equipment at this time is under- 
standable. The burdens under which they labor are grievous—constantly increasing cost of oper- 
ation. comparatively untaxed competition by truck, bus and airplane in the carriage of both pas- 
sengers and freight. and a disinclination to grant them the right to make a charge for the service 
they render commensurate with its cost to them and the worth to their patrons of the service 
given. Notwithstanding the inequities under which the roads suffer, their continued and effective 
operation is essential to the well-being of our country—and it has truly been said that in the event 
of war they constitute our first line of defense. It is therefore of necessity that they must have 
equipment. rolling stock and motive power, adequate to meet the demands, actual or prospective, 
that may be made upon them properly to discharge their functions not only as carriers of the 
products of the country’s industry and commerce but also as our ‘first line of defense’ in any 
possible (even though at the moment unlikely) attempted aggression against our safety and well- 
being. That the roads with their present rolling stock are in condition to meet such demands as 
may be made upon them is at least doubtful—and your Management feels justified in the belief 
that in the near future there will be a resumption of activity in the buying of such equipment in 
sufhicient volume to keep your Company’s plants in at least fairly active operation.” 


The company’s April 30, 1949 Consolidated Balance Sheet showed total current assets of 
$106.848.943 compared with total current liabilities of $60,168,769. A year earlier the com- 
parative figures were $95,843,406 and $46,379,569 respectively. 

AMERICAN CAR AND FOUNDRY COMPANY 
June 30, 1949 
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A second factor is that regara- 
less of expanding volume, the 
company’s ability to control costs 
and prices sufficiently to keep op- 
erating margins amazingly stable 
could hardly be matched by any 
other merchandiser. Reference to 
the appended statistical table 


will show that volume has risen in 


every year for the past decade, 
almost doubling from $318.8 mil- 
lion in 1939 to a record high of 
$623.9 million in 1948. Unsettled 
conditions abroad held operating 
margins close to 8% in 1939-40, 
but in the following eight years 
it held near or above 10%. Con- 
sidering the vast assortment and 
value of goods involved, only an 
exceptionally rapid turnover and 
excellent merchandising policies 
could produce such results. 


Profit Margins 


In an even more striking man- 
ner, Woolworth’s net profits in re- 
lation to sales seem to remain 
closely attuned. The impact of ex- 
cess profits taxes in war years of 
course caused some distortion in 
the record for the last ten years, 
but allowing for this, the narrow 
spread between net profit mar- 
gins of 7%, 7.1% and 7.2% in 
the last three years is worthy of 
note. It will be observed that both 
operating and net profit margins 
have slightly but consistently nar- 
rowed since the end of the war, 
mainly attributable to an uptrend 
in wage costs. Though Woolworth 
sales have risen about 100% in 
the course of a decade, wages paid 
to store employees have advanced 
about 145% in the same interval. 
As a partial offset, the company 
has introduced operating econo- 
mies that have held the rise in 
general store operating expenses 
to around 94%. 

In appraising operating poten- 
tials for the current year, the 
management has admitted facing 
some serious problems. Since 
January the company buyers have 
obtained a great number of price 
reductions that in line with long 
established policies are promptly 
passed along to customers. This 
means a natural downtrend in 
dollar volume unless success is 
achieved in increasing unit sales. 
In the first five months of 1949, 
Woolworth volume of $44.5 mil- 
lion was only 1.1% lower than in 
the same 1948 period, but the dip 
in May alone was 5.5%. The ex- 
tent of the downtrend thus re- 
mains uncertain in considering 
full year potentials. It seems fair- 
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ly certain that operating margins 
may be somewhat pinched by 
heavy overhead if the recent rate 
of volume decline continues long. 

Aside from this factor, inven- 
tories of $84.6 million at the end 
of 1948 (including goods in tran- 
sit) were of peak proportions 
though conservative in relation to 
last year’s volume. In valuing in- 
ventories, moreover, Woolworth 
uses cost on basis of “first in 
first out,” a factor that might in- 
crease inventory losses in a de- 
clining price period. But this fac- 
tor may not prove overly signifi- 
cant in view of rapid turnover 
and the broadened scope of mer- 
chandise now carried in the com- 
pany’s modernized stores. The 
company carries so many differ- 
ent items on which it is encour- 
aging price reductions that the 
test on cost controls currently is 
substantial, and some time is like- 
ly to elapse before stabilization is 
achieved. Meanwhile the com- 
pany’s net earnings may develop 
a moderate shrinkage compared 
with a year earlier, though in the 
absence of definite figures this is 
no certainty. As we have pointed 
out former recessive periods have 
not affected Woolworth earnings 
impressively. 


British Subsidiary 


To bolster domestic earnings, 
also, it is interesting to note that 
the company anticipates another 
excellent year for its British sub- 
sidiary, in which it owns a ma- 
jority interest. Despite or perhaps 
because of austere conditions in 
Socialist Britain, Woolworth & 
Company, Limited, contributed 
more than $6 million in dollar 
cash dividends paid to the parent 
last year. Incidentally, the stock 
of this British concern is carried 
on the Woolworth balance sheet 
at the highly conservative figure 
of $30.8 million, though early this 
year the quoted value of the 
shares was more than $264 mil- 
lion. And at the start of the late 
war, Woolworth reduced the book 
valuation of its German subsidi- 
ary from $11.4 million to $1, the 
latter figure still standing though 
the German company has re- 
sources enough to finance its en- 
tire recovery program. 

On another appended tabulation 
we show relative balance sheet 
items of Woolworth for 1940 and 
1948. From this will be seen how 
an accumulation of earnings has 
expanded working capital by $56.5 
million to a record high of $118.6 
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million in the space of nine years 
though, net additions to plant acjWhetl 
count were $18 million in the samerate W 
period. A current ratio of 3.3 ap.pds © 
pears very satisfactory althoughfilition 
moderately lower than formerlyf@ cons 
Cash and Government securities forec 
aggregating more than $82 milliongervat 
compare with total current liabilj.gow1: 
ties of $51.5 million, attesting tof crs 
an unusually sound _financialfe yea 
position. s, 4A 


: [ Fin 
This strong status may serve toh. soho 
stabilize dividends in the currentf rojo, 
year if net earnings should dip}, 
moderately. It seems pretty clearf” 
that Woolworth can comfortably|prief 
finance its 1949 expansion and}, yM 
oy M 


modernization without relying on 
current earnings at all, and more#! 12 
than $3 million derived from de-pparent 
preciation charges would aid in thef¥ © 
process. During the boom period off; tis 
1947-48, dividends of $2.50 perfil lead 
share were only 10 cents higher hind, | 
than $2.40 per share paid regularly jm tr 
between 1932 and 1940 inclusive, fPMOve 
although net earnings of $4.48 in pl 
1948 were at a twenty-year peak. 
This lends encouragement to the’ 
expectation that dividends will re Fe! 
main unchanged in the current 
year. 


Investors evidently share this : 
optimistic view of the outlook for 
dividend stability, for despite the}, 
general downstrend in stock prices 
this year, F. W. Woolworth shares 
are quoted at 48, close to their}; 
1948-49 high and yielding 5%. The 
strongly marked investment char- 
acteristics of the stock warrant its 
inclusion in conservative portfolios}. 
and appreciation potentials under 
more favorable market conditions-+— 
should be considerable. The Wool-}; 
worth empire that has been built 
on customer satisfaction and im- 
proved working conditions for em- 
ployees has brought liberal re-|lCon 
wards to stockholders, and the rec-fome 
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(Continued from page 441) say 
growth ahead for this company, fable 
but it cannot possibly maintain fiterr 
the past rate of percentage expan- fatior 
sion in sales and profits. That isf it j 
the big trouble with “growth hunts 
stocks.” The potentialities are al-$ ou 
ways greatest when they cannot} tha’ 
be projected with any certainty.p ir 
By the time growth characteris- fy fa: 
tics become strongly defined, the poses 
sharpest relative growth oftenfnd \ 
has already occurred. 
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ant ether a particular direc- 
1e samefate will increase a dividend de- 
3.3 apgnds on a good many things in 
thoughflition to earnings. Hence, there 
rmerly/e considerable margin for error 
curitiest forecasting action. With that 
milliongervation, this column notes the 
- liabilj.owing logical candidates either 
ting to increased regular rates or siz- 
nancialfle year-end extras: General Mo- 
s, American Home Products, 
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currenif colorado and El Paso Natural 
uld dip}. 


y cleat’ 
ortably Brief 
n 4 
Tae a Joy Manufacturing is not acting 
d more! in the market, despite the 
om de parently good prospect for its 
din thef¥, continuous-mining machine. 
syiod off It is trade opinion that copper 
50 per lead prices have put bottom 
higherpind, but only time will tell... . 
gularlypme trade sources doubt that the 
clusive#rovement in cotton-goods and 
4.48 jnpolens is lasting, but concede 
r peak.pt the rayon branch of textiles 
to theft’ have seen its worst.... 
will re-fe! Orders picked up considera- 
current} Within the fortnight prior to 
threatened strike, but now 
. Psag again. ... Cement stocks 
re thishe the best outlook in the build- 
00k for} oroup but it does not seem to 
ite thefenough to put them up signifi- 
« prices fily,. .. It is hard to see how a 
shares }eral cut in crude oil prices, in- 
» theitfing gasoline-bearing grades, 
Yo. The} he deferred much, if any, be- 
it char- dearly autumn, when gasoline 


rant its sumption turns down season- 
rtfolios® 
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2 Wool- 
n built 
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for em- 
ral re-"Continued from page 421) 
the rec-fome investors, also, hesitate 
te. eany portion of capital gains 
living expenses on the theory 
they represent “untoucha- 
‘capital. While we won’t at- 
pt to argue on this subject, 
41) vill point out that other in- 
rs do regard profits as ex- 
mpany,flable and if dividend income 
aintainfiterrupted by temporary li- 
expan-fation of securities, they con- 
That isft it justified to tap their cash 
growth punts. 
are al-f outlined above, it will be 
cannot} that our definition of a long 
‘tainty.f investment program is 
acteris- fy fairly simple though it pre- 
ed, theposes availability of continu- 
often nd well informed advice, and 
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constant supervision. The trouble 
is that the primary selection of 
stocks with proper fundamentals 
and genuine potentials for con- 
sistent growth under normal con- 
ditions is seldom easy. And sub- 
sequent supervision requires in- 
timate knowledge not only of per- 
tinent industry factors, but of 
economics, finance and frequently 
politics as well. For the average 
investor this is a large order to 
which he is not always equal; thus 
if he is wise, he looks about and 
“hires” expert advice. He will 
need it never more than when it 
comes to decide when to take capi- 
tal gains in major market swings, 
but also when his holdings must 
be reviewed from the standpoint 
of growth factors. 

The latter, over a period of 
time, may give way to maturity 
and even declining tendencies, 
and to discern such trends in time 
is of foremost importance to the 
long term investor particularly. 





Rail Equipments Face Rapid 
Shrinkage of Backlogs 
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largest builder of freight and pas- 
senger cars, had an ‘immense 
backlog of $292 million at the be- 
ginning of the year and as steel 
supplies have been plentiful, the 
company’s earnings for the first 
six months of 1949 probably 
showed improvement. But un- 
filled freight car orders are being 
rapidly whittled away and until 
lately at least, passenger car busi- 
ness has been unprofitable be- 
cause of widely varying specifi- 
cations. On the other hand, Pull- 
man’s engineering subsidiary, the 
M. W. Kellog Company, is con- 
tributing substantially to the par- 
ent’s earnings and should con- 
tinue to do so. All considered, full 
year net of Pullman may equal 
last year’s $3.18 per share and 
an over-abundant cash position 
strengthens potentials for divi- 
dend stability, but for some time 
ahead a downtrend in earnings 
may develop at an accelerated 
pace. The company’s program to 
purchase substantial quantities of 
its stock in the open market is a 
favorable factor in helping to 
stabilize per share earnings. 
American Car & Foundry Com- 
pany about a month ago had re- 
duced its backlog to around $124 
million from $280 million early in 
the vear. The company’s earnings 
for the fiscal year ended April 30 





COLUMBIA PICTURES 
CORPORATION 


The Board of Directors at a 
meeting held July 11, 1949, 
declared a quarterly divi- 
dend of $1.06%4 per share on 
the $4.25 Cumulative Pre- 
f ferred Stock of the company, 
payable August 15, 1949, to 
ASL stockholders of record August 
S ns 1, 1949. 
’ A. SCHNEIDER, 
Vice-Pres. and Treas. 


a\ 


~ 
7 
















were $4.85 a share compared with 
$3.47 per share reported for 
fiscal 1948, as production this 
spring reached record propor- 
tions. Of six main plants, how- 
ever, one was planned to shut 
down recently, two others may 
close in October and the other 
three may end operations around 
the first of the year unless some 
substantial new orders are re- 
ceived. In this respect much will 
hinge on the future course of 
steel prices. If they appear to 
have become stabilized, the rail- 
roads may be more inclined to 
step up their orders. No imme- 
diate threat to ACF’s $3 dividend 
is indicated. 

Locomotive manufacturers have 
enough business booked to keep 
them actively engaged, for the bet- 
ter part of a year, though new 
orders have been coming in ata 
much reduced rate. The now fully 
demonstrated efficiency of diesel 
locomotives for both switching 
and long hauls has increased de- 
mand to a point where they ac- 
count for almost 90% of new or- 
ders. The relatively few en- 
trenched concerns in this field 
had unfilled orders for more than 
1,100 diesels about a month ago 
and were delivering at the rate of 
about 175 per month. As by far 
the majority of the 35,000 loco- 
motives now in service are steam- 
powered and quite a number are 
being continually junked, makers 
of the diesel type are likely to 
experience only a_ temporary 
slump in new orders. The diesels 
are the most expensive form of 
all railway equipment, and as un- 
usual technical talent is needed 
in their manufacture, profit mar- 
gins generally are relatively sat- 
isfactory. Increased supplies and 
declining prices for materials 
should also be beneficial to oper- 
ating income of the well situated 
firms. 

In the locomotive field, General 
Motor’s subsidiary, Electro-Mo- 
tive Corporation continues its 
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dominant position. American Lo- 
comotive Company, now concen- 
trating wholly on diesels and with 
substantially modernized facili- 
ties, had a backlog of $105 mil- 
lion with which to face 1949 and 
should report earnings compara- 
ble to the $2.30 a share reported 
for 1948. The conservative 35 
cents per share quarterly divi- 
dend, accordingly, should hold. 
Baldwin Locomotive Works as of 
March 31, had a backlog of about 
$90 million and earnings of 37 
cents per share for the first quar- 
ter were slightly higher thansa 
year earlier. But new bookings 
were at a rate of only about half 
of last year and showing a con- 
tinued downtrend. The substan- 
tial interest acquired in this con- 
cern by Westinghouse Electric 
Corporation strengthens the com- 
pany’s long term prospects but 
dividends at present are not very 
widely covered by earnings. 

Air brake manufacturers are 
likely to run into a less prosperous 
period in the relatively near fu- 
ture because of the approaching 
completion of the ICC program to 
equip all cars with air brakes, not 
to mention the prospects of sharp- 
ly reduced freight car construction 
in the offing. The strong finances 
and trade position of Westing- 
house Air Brake enhance its poten- 
tials for well maintained dividends, 
especially as replacement sales 
should continue to be substantial. 
New York Air Brake Company 
has just reported net profit of 
$3.99 per share for six months 
ended June 30 compared with $2.90 
in the corresponding interval of 
1948. But the management ad- 
mits a sharply lower backlog po- 
sition. Thus despite improved 
earnings in the first half year, the 
company may hardly match for 
full 1949 the $6.35 per share 
earned in 1948. 


Among other producers of rail- 
way equipment specialties, Amer- 
ican Brake Shoe Company has a 
more secure position and a better 
outlook for relatively stable sales 
than some of those we have dis- 
cussed. Replacement orders for 
brake shoes flow in quite steadily, 
and the company’s output of au- 
tomotive products should continue 
to find ready markets. In common 
with others in the rail equipment 
field, though, backlog orders of 
this concern have been shrinking 
in the current year. General Rail- 
way Signal Company stands to 
benefit for quite a long time from 
the ICC orders to the railroads 
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involving the equipment of 45,000 
miles ot high speed lines with 
proper block signals and other 
safety devices. Net earnings of 
56c per share in the first quarter 
point to full year results rather 
close to 1948. 

The long term stability charac- 
teristic with operators of railway 
car fleets continues to brighten 
the outlook for the two leading 
concerns, Union Tank Car Com- 
pany and General American 
Transportation Company. Heavy 
consumption of petroleum prod- 
ucts promises to sustain demand 
for tank cars at a high level, 
while little or no decline in de- 
mand for refrigerator cars seems 
in sight. Manufacturing activity 
by General American Transpor- 
tation should continue for some 
months to come, though a follow- 
ing probable diminuation may 
have a moderately adverse affect 
on net earnings. Net of both con- 
cerns may shrink somewhat be- 
cause of lower railroad traffic, 
but dividends seem certain to re- 
main stable. 





Appraising the Moves to 
Revive Intra-European 
Trade 
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feet again. It is also known that 
the Germans contemplate their 
economic future in terms of re- 
vival of their trade with South- 
eastern Europe including Turkey 
and Greece. Likewise the Rus- 
sians and the satellite countries 
are more than anxious to get 
some of the Western European 
surpluses of machinery, chemi- 
cals, machine tools, and other 
manufactures in return for their 
raw materials and agricultural 
surpluses which, incidentally, 
may be quite considerable this 
year. In fact, the desire for more 
East-West trade is regarded as 
being responsible for the relaxa- 
tion of the “cold war’ and for 
bringing about what is now de- 
scribed as “cold peace.” 

Contrary to general notion, 
East-West trade increased only 
moderately in 1948 when its vol- 
ume was but 40 per cent of the 
1938 level. Since then a number 
of agreements concluded between 
Great Britain and Russia and Yu- 
goslavia, as well as between 
France and Czechoslovakia and 
Poland, may have raised it. East- 
West trade has been limited by a 
number of factors: (1) the ab- 
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sence of credit financing; (2) { 
lack of goods to export. Agric 
tural surpluses of Eastern Ey 
pean countries have genera Ss 
been small even where productif & 
came back to prewar level | Fak 
cause farmers have been retagjO— 
ing a larger proportion of thdweighing 
crops for their own use. Excdfbehind « 
for coal and some steel and 
chinery, Poland and Czechosloy 

kia have had very little to off 

in the way of essentials, larg 


. because of their own industria NO low 


zation plans. 

But above all, the revival 
East-West European trade is st the 1 
ject to the settlement of the npalive 
jor issues between the East aguds—t! 
the West, or to be more specifftitor w! 
to the relaxation of the tensigadence 
between the United States and mg cos 
Soviet Union. This is for obvidie Iny 
reasons, for the nature of Bwazine 
trade—the exchange of Westdhestor. ] 
European capital goods for Eaheuse ] 
ern European consumer goodies, esp. 
will be more profitable to then exh 
East, which as a result of obtalnities ; 
ing capital goods will be able herpand 
only to recover much faster t 
the West, but also become grat 
ally more self-sufficient and thet 
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quarter. 

Concluding this brief summ 
of the economic environment 
affecting the stock market, t 
corporate profits for the se¢ 
quarter are estimated to 
been at an annual rate of $I, deetiz 
billion, down about 11% from 
first quarter and down ne 
28% from the peak quar 
rate of last year. Total divide 
in the second quarter are ¢ 
mated at an $8-billion an 
rate, off only some 3.6% from 
peak. 

There are three questions 
consider. (1) Have we rea 
a point of temporary stabiliza 
in the economy, to be follow 
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due time by a further deflat 
ary test, particularly when — MONT! 
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new cycle of business expansPPlete serv 
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Ma: wr the man with an ample retirement income—who 
the rg live comfortably on the interest from government 
ast aguds—the answer is “no.” But, for the average in- 
specigetor who is still building toward financial inde- 
tensigadence-—_who needs capital growth to offset high 
and (ig costs and taxes—the answer is decidedly “YES.” 


Obvidfi: INVESTMENT AND Business Forecast of The 
Of Wazine of Wall Street is designed to aid you as an 
Westéfiestor. It is not offered to the in-and-out trader. But, 
or Eafeause low-priced shares have huge profit advan- 
200d es, especially during certain times, we have under- 
_ to fen exhaustive studies which are enabling us to use 
' Obtafnities in the lower price ranges with great success 
= pexpanding the productive power of your capital. 
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w... A Complete, Supervised Program in 
Priced Shares for Large Percentage Profits 







w priced stocks vary just as much in quality and in 
vit and income prospects as do securities in any 
er price category. Some “cheap” stocks are not 






















; th the few dollars at which they are quoted. Others 

tion f'strong, undervalued growth situations with consid- 
ible intrinsic merit. 

> 4)5povinced of the outstanding profits that well selected 
‘priced stocks offer, THE FoRECAST devotes a com- 

— fe program to such growth companies—strategi- 

a {'y placed—which have realistically adjusted their 

ae ,pitions to the 1949-50 outlook. 

’ 
e set Our 1948 low-priced stock cam- 


paign started with our recommen- 
dations to buy early in April. Near 


to hifits even in 
of Sil, declining 






from the 1948 tops in June-July we took 
< an 1948 profits which averaged 13% per 
quart issue. 





An Investment Approach to 


LOW-PRICED STOCKS 


Measuring earnings 
and dividends 






Enroll Now for Our Low-Priced Stock Program 


Join our discriminating clientele now to share fully in 
our 1949 program which we believe will add substan- 
tially to our profit record for, as opportunities de- 
velop, low-priced stocks of unusual promise will be 
definitely recommended. 


Every stock selected is carefully supervised. You 
are kept up-to-date on all new developments re- 
garding each company represented — and are never 
left in doubt as to the precise action to take. Specific, 
unhedged advice tells you what and when to buy and 
when to sell. In addition, your enrollment entitles you 
to consult us on your present holdings, 12 at a time, 
so your least attractive issues can be weeded out and 
the funds directed into our supervised program of 
growth stocks. 


Special Plan for a Rounded Program 


To enable you to diversify, THE Forecast also has a 
complete, supervised program devoted to top-grade 
stocks and good bonds for security of principal, 6% 
to 8% income, plus enhancement. Part of your funds 
can be used in this program. 


During 1948 we took approximately 8% profit consid- 
ering all recommendations in our conservative pro- 
: ; ; 

gram. Near the June-July highs we sold all issues and 
have held 100% cash right through to protect our 
most conservative clients’ capital and to await bargain 
levels for impressively strong investment issues— 
many of which are nearing a buying point again. 


Our recommendations in conservative issues will be 
starting soon, so your subscription today will permit 
you to participate fully in this program, too. By mail- 
ing the coupon below, you can enroll now, sell all your 
weaker issues and share fully in our new selected 
advices. 
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See the Background of 
Stock Trends in the Making 
in New JULY Issue of 


GRAPHIC STOCKS 
952 CHARTS 


showing monthly highs and lows— 
earnings — dividends — capitaliza- 
tions—volume of trading on virtually 
every stock listed on the New York 
Stock and New York Curb Ex- 
changes, for nearly 12 years, to July 
1, 1949. 

These charts show the pattern of 
stock trends which led to the June 
market break and also show you the 
lows reached by each stock. 

You need this helpful guide in plan- 
ning your next market move and to 
buy and sell wisely. 

The 160-page book of 952. charts is 
now available and will be sent 
promptly upon receipt of your order 
and check. 


SINGLE COPY (Spiral 
Bound) . . . « «. $10.00 
Yearly (6 Revised Issues) 50.00 


1924-1935 Special Edition $15.00 
1924 to July’49 (3 books) 25.00 


F. W. STEPHENS 


15 William St., New York 5 
Tel.: HA 2-4848 

















benefits) mean a revival of the 
inflation spiral? 

We find it. vary hard to believe 
that a maximum decline of less 
than 10% to date in the com- 
modity price level — with foreign 
currency revaluations still to 
come — is all that we face. We 
find it hard to believe that the 
final low in production has been 
seen before there has been any 
slump in the automobile industry. 
We do not believe that the Fed- 
eral deficit spending now in pros- 
pect is enough to revive the infla- 
tion spiral. As regards wages, 
much depends on the scope of the 
concessions to labor which the 
“fact-finding” board probably will 
recommend in the pending case 
of the steel industry and on 
whether the industry rejects 
them. But nothing good can re- 
sult. An arbitrary boost in steel- 
producing costs would not be con- 
structive. A long strike — likely 
if the recommendations are re- 
jected— would not be construc- 
tive. Finally, this business of hav- 
ing politically-appointed boards 
try to make wages is highly ob- 
jectionable. 


If you assume a revival of in- 


456 


flation, bear in mind that when 
we had it the market was unable 
to maintain any sustained rise, 
due to the fear of the end conse- 
quences. Probably that fear would 
be no less, given more of the 
same. However, of the possibili- 
ties cited, a temporary pause in 
the readjustment — nothing new 
in the history of corrective peri- 
ods — seems the more likely. We 
conclude that the final test for the 
stock market has not been seen, 
that conservative reserve funds 
should be kept intact in order to 
take advantage of future buying 
opportunities, and that equities 
held should be confined mainly to 
investment-grade dividend 
payers. —Monday, July 25. 
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THE PAGEANT OF INDIA’S HISTORY 


By Gertrude Emerson Sen 

The immense span of time from the 
dawn of India’s civilization to the crum- 
bling of her unity and the Muslim con- 
quest is usually given scant treatment 
by historians for the layman. Yet to dis- 
miss this vast period is to distort any 
appraisal of India’s place in the modern 
world, and to miss her greatest glories. 
In this, the first of two volumes, Gertrude 
Emerson Sen renders a readable and 
authoritative account of India before 
the European invasions. Her work is not 
only a history but an interpretation of 
a civilization and its influence upon our 


own. 


Combining fine scholarship with lucid 
style, the author pictures India’s pre- 
history; she shows us the Arayans wag- 
ing fierce wars upon the Dravidians; 
she describes the fusion of these two 
civilizations from which Hindu culture 
emerged; and the beginning in the sixth 
century B.c. of the religion of Buddha. 


One of the highlights is an absorbing 
account of the Golden Age of India’s 
cultural development under the Gupta 
monarchs. It is fascinating to trace the 
profound influence exerted on scholar- 
ship by the official adoption of Sanskrit; 
to see the great epics taking the form in 
which they have come down to us; to 
follow the students of the fourth cen- 
tury flocking to the great University of 
Nalanda, with which none in Europe 
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would compare until Oxford and Paj 
were founded eight centuries later, 


Here is history at its most varied, { 
variety is inherent in Indian life. It 
in the very blood of her people, in the jy 
press left upon her by a long successij 
of invaders — Persian, Greek, Parthis 
Scythian, Hun, Turk, Afghan, Arab, a 
Mongol. It is in the very extremes of | 
natural environment, and it finds expr: 
sion in a rich and imaginative art, a 
wide-ranging thought. 


Mrs. Sen brings to her writing excg 
tional qualifications: intimate knoy 
edge of the land from long residen 
there, keen and critical understanding 
its art, literature, religions and custoy 
For all who would understand India 
history will prove both illuminating q 
richly rewarding. 
day this splendid pageant of her ea 


Longmans $4 


CHALLENGE OF THE 
AMERICAN KNOW-HOW 


By Pearl Franklin Clark 


This book is a unique human d 
ment, a record of the experiences of 
famous management engineer, Wall 
Clark, and his wife, in the course of 
practice in twelve European count 
The fruits of their study of indust 
methods on the Continent, in the pey 
between the two World Wars, ex)! 
with remarkable effectiveness both 
weaknesses of European industry 
dealing with the human problems 
management and the secret of Amer 
know-how. 


“This is a book at once construc 
interesting and stimulating. It is a] 
contribution to the collection of bj 
you want to read, re-read and own 
Dr. Lillian Gilbreth, Industrial Cons 
ant 


“T don’t know when I have read { 
more genuine satisfaction, any bool 
anyone fortunate enough to read 
book will have a fuller understandit 
the American management know‘! 
—Professor Paul Holden, Stanford 
versity 


“It is worth reading just for thé 
sight it gives into the life and mann 
thinking of Europeans. But wha 
especeially delighted me was the w4 
which it set forth the philosophy. 
management engineering as a wa! 
only to productivity but to democr 
—Professor Henry P. Dutton, Il 
Institute of Technology 
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1 India Payroll Plan for U. S. Savings Bonds 
ti ° ° 
a actually increases worker production, 
aaa as demonstrated in large and medium- 
$4 
sized companies throughout the 
nation. Here are some examples: 
nan d a - i, 
ices of _ 
, Wall — = 
ise of i 
countr 
on PAYROLL SAVINGS PAYROLL SAVINGS 
S, exp CUTS ABSENTEEISM REDUCES ACCIDENTS 
. both : ee = 
lustry A ey made by q smaller com. Records at our eleven Navy Yards 
Deol i in Minnesota showed that show that, as participation in the 
Ameri during q recent three-mont] a Bond program increases, accident 
" od em "ouyee ? peri- ti ‘cident severity 
F i ; frequency and acciden . 
f mg decline. When participation at the 
— Norfolk Navy Yard climbed to 
— over 90%, accident frequency de- 
“7 clined over 50%, and the accident 
ur severity index dropped to 1/6 its 
ei, former level! 
read 
fe Hundreds of companies are reporting benefits like these! And, of course, it’s good for the employee’s future, 
andi Obviously, they add up to increased production. because the Bonds pay $4 at maturity for every $3 
ow-hi What’s more, the Payroll Savings Plan is a powerful invested. 
ford§, weapon against inflation. Every Savings Bond dollar If your company has the Payroll Savings Plan, make 


built up in the Treasury retires a dollar of the national sure you and your employees are getting the most out of 


wr thd debt that is potentially inflationary. That’s good for the _ it! If you haven't yet installed the Plan. you re 


missing 
nann@ 


country’s future—which means it’s good for your com- something! For facts or help, call your Treasury Depart- 
ne pany’s future. ment’s State Director, Savings Bonds Division. 
1e W 
ohy. 
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Juke Care of You WITHOUT OBLIGATION 
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NOW 


A Valuable Special Offer to Re- 
sponsible Investors with $50,000 


Or More in Investment Funds. 


PANTER 
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There has rarely been a time when reappraisal of your securities was 
more necessary than today. 


For some time ahead the market will be highly selective. Whether it 
is a bull market or a bear market for you will depend not so much upon 
the general trend as upon what individual stocks you hold. 


In the first seven months of 1949 you have seen scores of dividend casual- 
ties while other companies have increased dividends. Second quarter 
reports reveal widely divergent earnings trends among corporations. 


Your investment progress demands that you avoid the shares of com- 
panies in a vulnerable position. Your funds must be in corporations 
which have adjusted themselves to 1949-1950 prospects . . . which are 
fortified by sound management—a strong financial and competitive posi- 
tion — and with earning power ahead to maintain liberal dividend 
disbursements. 


In this setting, we invite you to submit a list of your holdings to us for 
our confidential preliminary analysis. We will offer valuable comments 
on your diversification, income . . . and specify which of your investments 
are least attractive and why to sell them. 


Merely send us a table of your issues, the size of each commitment, your 
buying prices, cash on hand and objectives. You will be told how our 
counsel could help you and an exact annual fee will be quoted. 


Investment Management Service 


Backed by 41 Years of Successful Service to Investors 


NINETY BroapD STREET New York 4, New YorK 








